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The NARUC Depreciation Report: A Symposium 


A Review of Certain Conclusions 


By ASEL R. 


N 1937 the National Association of 

Railroad and Utilities Commissioners 
created a Special Committee on Depreci- 
ation. This committee submitted a report 
at the annual meeting of the association 
in 1938 and a further report at its annual 
meeting in 1939. 

The committee on depreciation was re- 
constituted in 1939 and given the status 
of a standing committee. It has functioned 
continuously since that time in the prepa- 
ration of a report on depreciation, which 
was submitted at the annual meeting: of 
the Association held in Chicago in 1943. 
It deals comprehensively with the entire 
subject of depreciation, particularly as it 
applies to public utilities and to problems 
arising in the treatment of depreciation in 
regulatory matters. 

Under each of the topic headings here- 


* Chief, Accounts and Finance Department, Wis- 
consin Public Service Commission; Member, Special 
Committee on Depreciation, National Association of 
Railroad and Utilities Commissioners. 


COLBERT* 


inafter set forth, certain of the conclusions 


- of the committee are quoted verbatim af- 


ter which discussion of the specific con- 
clusion is presented. 


Nature of Depreciation 


“(a) Depreciation is the expiration or 
consumption, in whole or in part, of the 
service life, capacity, or utility of property 
resulting from the action of one or more of 
the forces operating to bring about the re- 
tirement of such property from service; 

“(b) The forces so operating include 
wear and tear, decay, action of the elements, 
inadequacy, obsolescence, and public re- 
quirements ; 

“(c) Depreciation results in a cost of 


service.” 


The report emphasizes the concept of 
the purchase of capital goods as being in 
reality the purchase of future services. 
Under this view, units of utility plant may 
be considered as stored-up years of serv- 
ice or stored-up work units. Depreciation 
occurs as the years of service to be real- 
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ized from the plant expire or the work 
units to be obtained therefrom are used 
up, dependent on whether a service life 
basis or a production basis is used in com- 
puting depreciation. 

A distinction is drawn. between the 
causes of retirement of property and de- 
preciation itself: Wear and tear are not 
depreciation ; inadequacy and obsolescence 
are not depreciation. These and other fac- 
tors cause the ultimate retirement of prop- 
erty but it is the retirement which fixes 
the end of service life and limits the quan- 
tity of production which the plant can 
yield. Thus, the particular cause for re- 
tirement—wear and tear, obsolescence, 
etc.—is relatively of no consequence. The 
important fact is the retirement itself. So 
long as the service which plant can per- 
form during its life is limited, regardless 
of the cause of limitation, provided it be 
from a factor considered within the mean- 
ing of depreciation, the using up of that 
service constitutes. depreciation. 

Depreciation is sometimes referred to 
as merely a bookkeeping process and the 
claim is made that the annual depreciation 
expense recorded in the accounts bears no 
relation to the depreciation which actually 
occurred during the accounting period. 
Accounting Research Bulletin No. 20, is- 
sued by the Committee on Accounting 
Procedure of the American Institute of 
Accountants says, in part: 


“Definitions which imply that ‘deprecia- 
tion for the year’ is a measurement, ex- 
pressed in monetary terms, of the physical 
deterioration or of the decline in value with- 
in the year, or, indeed of anything that ac- 
tually occurs within the period are unaccept- 
able.” (Italics supplied.) 


Such views differ substantially from 
those expressed in the NARUC report. 
Perhaps the difference may lie, in part at 
least, in the practices followed by non- 
regulated enterprises as contrasted with 


the significance which must be given de- 
preciation problems in a regulated indus- 
try. A non-utility enterprise may charge 
depreciation primarily with the thought of 
writing down its capital investment as 
soon as practicable or of getting depreci- 
ation as high as possible for income tax 
purposes. It is not uncommon in non- 
utility enterprises to find plant items com- 
pletely depreciated on the books although 
they may be in good condition and used 
in service for some time in the future. 
Likewise, in nonutility fields the value of 
the plant and business may depend more 
on earnings than on any statement of de- 
preciated cost of plant or of reproduction 
cost new less depreciation. Under these 
conditions, it is possible that recorded de- 
preciation of a nonutility may bear little 
relation to actual occurrences. 

But the situation appears entirely dif- 
ferent with a utility whose security struc- 
ture and earnings are subject to govern- 
mental regulation. If the annual deprecia- 
tion is properly determined (as contrast- 
ed with a haphazard or unsystematic pro- 
cedure of computing depreciation), it con- 
stitutes the amount which should be al- 
lowed by the regulatory authority as an 
operating expense in the determination of 
reasonable rates for utility service. The 
accumulated amounts of such depreciation 
immediately reduce the property base to 
be considered for the purpose of issuing 
securities. The depreciation reserve re- 
quirement likewise has an effect on the 
rate base, as witness the deduction of the 
straight-line depreciation reserve require- 
ment in the Hope Natural Gas Company 
case, which was sustained by the United 
States Supreme Court on January 3, 
1944. In these circumstances depreciation 
expense and depreciation reserve have a 
significance far exceeding that of a mere 
bookkeeping device or an accounting con- 
vention. 
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Nature of Depreciation Reserve 


“The depreciation reserve measures that 
part of the cost of plant still in service 
which has been written off, usually as an 
operating expense. If the depreciation re- 
serve has been properly determined, it meas- 
ures the accrued depreciation. The depre- 
ciation reserve should preferably be shown 
on the asset side of the balance sheet as a 
deduction from depreciable plant.” 


In line with the definition of deprecia- 
tion as the expiration or consumption 
of service life or production capacity of 
plant, the report holds that a proper re- 
serve for depreciation reflects the expired 
or used-up part of service life or produc- 
tion capacity or depreciable plant still in 
service. In other words, if plant is con- 
sidered as, in effect, a bundle of services 
measured either in service-years or in 
quantity of production, and as these serv- 
ices are expended and a part of the cost 
of the plant is charged to operations and 
credited to a reserve for depreciation, the 
reserve represents that part of the bundle 
of services which has been used up. 

A distinction is drawn between a de- 
preciation reserve and a self-insurance re- 
serve. A self-insurance reserve is merely 
a segregation of profits and may ordi- 
-narily be returned to surplus if the con- 
tingency for which it was provided does 
not occur. The depreciation reserve, how- 
ever, is directly related to the plant ac- 
count and measures the amount therein 
which is deemed to relate to past opera- 
tions. Thus, the depreciation reserve is 
not a part of surplus but should really be 
considered as a deduction from the plant 
account. 


Base for Depreciation Charges 


“Depreciation expense should be based 
upon the cost of depreciable assets. The 
actual cost to a utility of properties acquired 
as operating units or systems may differ 


from their original cost. Under most cur- 
rent systems of accounts for utilities it has 
been established that depreciation shall be 
based on original cost. 

“Any difference between the cost of plant 
and its original cost less depreciation is re- 
corded in the utility plant acquisition ad- 
justment account. Since the proper disposi- 
tion of amounts in this account must depend 
on the circumstances which gave rise to 
them, no specific rules for their accounting 
treatment are recommended.” 


The report stresses the desirability of 
computing depreciation expense charges 
upon the cost of depreciable plant. This 
view conforms to generally accepted ac- 
counting principles and probably would 
not have required any particular discus- 
sion in the report had it not been for the 
doctrine set forth in the United Railways 
case’ that depreciation expense should be 
based on fair value. However, in the re- 
cent Hope Natural Gas Company case de- 
cided by the United States Supreme 
Court on January 3, 1944, that court ap- 
proved the computation of depreciation on 
the basis of cost and expressly disap- 
proved the rule established in the West 
case. Thus, the law now appears definite 
that depreciation expense for rate-making 
purposes should be based on cost of plant. 
This accords with long-established ac- 
counting practice. 

At the present time, systems of accounts 
prescribed by regulatory authorities for 
electric, gas, water, and telephone utili- 
ties provide that utility plant shall be 
stated at original cost, the term being de- 
fined as the cost to the person first de- 
voting the property to utility use. Thus, 
original cost is synonymous with cost for 
all property constructed by the utility. 
However, as applied to property acquired 
from predecessor utilities, the cost to the 
present owner may differ (usually great- 


1United Railways Electric Co. v: West, 280 US. 
234, 253. 
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er) from the original cost. This difference 
is recorded in a separate account termed 
“utility plamt acquisition adjustments.” 

The report states no general principle 
which should govern the disposition of 
the utility plant acquisition adjustment. 
It simply refers to the provisions of the 
system of accounts which provide that the 
account ‘‘shall be depreciated, amortized, 
or otherwise disposed of as the Commis- 
sion may approve or direct,” thereby rec- 
ognizing that the account may be subject 
to depreciation or amortization charges. 
However, no specific rules are provided 
in the accounting systems and the com- 
mittee concludes that this is a wise pro- 
cedure because the proper disposition of 
the adjustment account must depend on 
the circumstances which gave rise to it. 

The writer believes that a more definite 
position might properly have been taken 
in this respect. Amounts in the acquisi- 
tion adjustments account which are defi- 
nitely shown to comprise a part of the 
cost to the company of depreciable plant 
appear to be subject to charges for de- 
preciation just as the original cost of the 
plant is subject to such charges. Only by 
taking the sum of both the original cost of 
depreciable plant, as that term is defined, 
and the difference between the cost to the 
company and such original cost is the 
complete cost of depreciable property as- 
certained. Therefore, if the full and com- 
plete cost of depreciation of property is to 
be recorded in the accounts, any amounts 
in the utility plant acquisition adjustments 
found to comprise a part of the cost of de- 
preciable plant should likewise be subject 
to charges for depreciation or amortiza- 
tion. 


Methods of Computing Depreciation 
“The straight-line method is generally 


recommended for public utility accounting 
and financial purposes and also for the com- 


putation of both depreciation expense and 
accrued depreciation for purposes of rate 
making.” 

The report explains various methods of 
computing depreciation expense but con- 
cludes that the straight-line, the com- 
pound-interest, and the  sinking-fund 
methods are the only ones which are being 
used to any great extent in connection 
with utility plant. The production method, 
although appropriate for natural gas utili- 
ties, is not used generally by utilities be- 
cause of the difficulty of making produc- 
tion estimates. Hence, the decision as to 
the preferable depreciation accounting 
method rests substantially on comparison 
of the straight-line and the interest meth- 
ods, each of which is an allocation of de- 
preciation on a service-life basis. 

The report lists several reasons for 
favoring the straight-line method. The 
simplicity of the straight-line method is 
stressed, it being pointed out that the cal- 
culation of correct sinking-fund annuity 
rates for property accounts composed of 
a large number of units is an involved 
mathematical process. Further: where 
depreciation calculations involve com- 
pound interest, greater attention must be 
given to all details in order to assure the 
same degree of accuracy as would be ob- 
tainable with the straight-line method be- 
cause each dollar charged or credited to 
depreciation reserve under the interest 
methods has the effect not merely of one 
dollar but also of all subsequent interest 
accruals on reserve balances. 

The straight-line method is stated to be 
more conservative in its effect on future 
operations and on security structures. It 
results in building up a depreciation re- 
serve more rapidly in the early years than 
the interest methods and thus its use in- 
volves a lesser future risk. It is explained 
that the interest methods have the effect 
of postponing the heaviest depreciation ac- 





terist 
rate 
unde 


THE NARUC DEPRECIATION REPORT 93 


cumulations to the later-years’ life of 
property when maintenance expenses may 
be higher and operating income reduced 
because of the grade of service. rendered 
by the old plant. 

Attention is directed to the fact that 
use of the straight-line method tends to 
reduce the amount of securities outstand- 
ing as compared with the interest meth- 
ods. Generally, funds held in the business 
by depreciation accruals have been invest- 
ed by utilities in additional property. 
Therefore, since straight-line reserves 
build up more rapidly initially, there will 
be less outside financing necessary. Hence, 
the report makes the general observation 
that when straight-line depreciation ac- 
counting is followed, the ratio of outstand- 
ing securities to plant is lower than where 
interest methods are used. 

The straight-line method is less seri- 
ously affected by inaccuracies in estimates. 
This is because with the interest methods 
the effect of any inaccuracy in estimates is 
compounded and in long-lived plant may 
be serious. It is pointed out that with a 
75-year life the 6 per cent sinking-fund 
rate is .07686 per cent and that in 50 
years the accumulated depreciation re- 
serve would be 22.3 per cent, leaving 
about 78 per cent of the cost of deprecia- 
tion to the last one-third of the estimated 
life, which is the most uncertain part of 
the estimate. Further, in the example 
given only about 6 per cent of the total 
depreciation reserve would be comprised 
of the annuities, leaving 94 per cent to be 
accumulated by interest additions. Under 
these conditions, it is stated that any 
slight deviation from the original esti- 
mated life either in the mortality charac- 
teristics of the plant, in salvage, or in the 
rate of interest, would throw the results 
under the interest methods seriously 
awry. 

The straight-line method is in almost 


universal use. Granting that such use 
does not prove it the best the report con- 
cludes that when business managements 
throughout the country, free to-adopt any 
reasonable method, have generally used 
the straight-line method, such general ac- 
ceptance is entitled to great weight in con- 
sidering its merits. : 

It is granted that there are special pur- 
poses for which the interest methods are 
practicable and desirable, such as in the 
comparison of alternative ways of devel- 
oping or constructing a project. Here it 
is more practicable to weigh the deprecia- 
tion and interest costs of alternative pro- 
cesses by the sinking-fund method because 
an undepreciated investment base can be 
used in the comparison. Likewise, in a 
rate proceeding where findings as to ac- 
crued depreciation are difficult or impos- 
sible because of lack of data, the sinking- 
fund method may be used provided the 
interest rate is the same as the allowed 
rate of return. 

The committee concludes that: 


“From the above consideration of the 
theories upon which the several methods are 
based and observation of their results in 
practice, it is concluded that the straight- 
line method is reasonable, equitable, and 
generally preferable for accounting, finan- 
cial, and regulatory purposes, although it is 
recognized that in some situations the use 
of other methods may be justified.” 


Adjustment of Depreciation Rates 
and Reserves 


“Current charges for depreciation ex- 
pense should be based upon the best possible 
estimates of the amount properly applicable 
to the period covered by an iicome state- 
ment without modification for excessive or 
deficient charges in the. past. 

“In principle, any necessary correction of 
depreciation reserves should be made 
through surplus or a special section of the 
income account. However, the adjustment 
of inadequate reserves, while sound in 
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theory, presents many practical difficulties. 
Where such deficiencies are serious, it is 
desirable to make every effort to adjust 
them, although it is recognized that the ap- 
plication of a uniform rule without regard 
to what is equitable and feasible under the 
circumstances of individual cases might 
cause injury to security holders out of pro- 
portion to the long-range benefits. There- 
fore, it is concluded that the objective of 
correcting inadequate reserves should be ap- 
proached with appropriate consideration of 
the practical effects of alternative courses of 
action.” 


In former years the electric, gas and 
water utilities generally followed the re- 
tirement reserve method of accounting for 
property retirements, which method was 
generally permitted by systems of ac- 
counts prescribed by regulatory authori- 
ties. In accordance with present account- 
ing regulations generally prescribed, these 
utilities are now required to use deprecia- 
tion accounting. However, due to the 
former practice, the reserves accumulated 
by utilities are lower in many instances 
than full depreciation reserve require- 
ments. 

In discussing the problem of adjusting 
depreciation reserves, the report adopts 
the principle that any adjustments should 
be made through surplus or a special sec- 
tion of the income statement. The report 
states : 


“Income statements are designed to show, 
as nearly as practicable, the correct results 
of the operation of the business for a defi- 
nite period. Balance sheets are designed to 
show the financial condition of the company 
at a given date. Bearing in mind the pur- 
poses of such statements and the effect of 
depreciation accounting on them, in prin- 
ciple it appears that current charges for de- 
preciation expense should be based upon 
the best estimates of the amount properly 
assignable to the period covered by the in- 
come statement, without recognition of ex- 
cessive or deficient depreciation charges in 
the past. The concomitant of this principle 
is that any necessary correction of deprecia- 


tion reserves should be made through sur- 
plus or a special section of the income state- 
ment.” 


However, the committee recognized 
practical difficulties of making adjust- 
ments of reserves, stating: 


“It is recognized that application of a uni- 
form rule, without regard to what is equi- 
table and feasible under all the circum- 
stances of the individual case, might cause 
injury to security holders out of proportion 
to the long-range benefits desired. There- 
fore, it is concluded that the objective of 
correcting inadequate reserves should be ap- 
proached with appropriate consideration of 
the practical effects which may result from 
alternative courses of action. 

“In the absence of serious deficiencies, 
retroactive application of depreciation prin- 
ciples should be unnecessary since continu- 
ation of proper depreciation accounting in 
the future, coupled with the growth of the 
industry, will, in many instances, tend to 
minimize the significance of initial reserve 
deficiencies.” 


As a member of the depreciation com- 
mittee, the writer knows that great con- 
cern has been evidenced by utility inter- 
ests of a retroactive application of depre- 
ciation accounting. They apparently fear 
some mandatory requirement for immedi- 
ate establishment of full depreciation re- 
serve requirements regardless of the ad- 
verse effect on surplus. 

It seems to me that any general re- 
quirement for retroactive application of 
depreciation is unnecessary and should 
not be required. This is the plain import 
of the committee’s report. There may and 
probably will be extreme instances where 
reserves are seriously deficient and some 
special action is necessary in connection 
with refinancing or in reorganizations. 
But no requirement for general retroac- 
tive depreciation accounting is recom- 
mended by the committee; and in the 
opinion of the writer, no such require- 
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ment is likely to be required by regulatory 
commissions. 

There is good reason to believe that if 
proper depreciation accounting is fol- 
lowed for the future, the reserves of utili- 
ties will increase substantially and that 
any initial deficiency will become increas- 
ingly of less importance. Evidence that 
this is so is already available. Financial 
statistics released by the Federal Power 
Commission show that reserves for de- 
preciation of utility plant increased from 
10.8 per cent of plant in 1937 to 15.5 per 
cent in 1942. These percentages are based 
on total plant figures and would be higher 
if nondepreciable items were excluded. In 
Wisconsin the reserves of class A electric 
utilities increased from 18.9 per cent of 
depreciable electric plant in 1937 to 24.1 
per cent in 1942 and will be about 25 per 
cent or a little more by the end of 1943. 
With such trends, it seems certain that 
general retroactive increases in reserves 
should be unnecessary and should not be 
required. 

The problem of any adjustment of re- 
serves must be considered with respect to 
the circumstances affecting each particu- 
lar instance. The degree of reserve de- 
ficiency is an important factor along with 
the probability of reasonable correction of 
the situation in the future without a “ma- 
jor operation.” A few specific instances 
will illustrate how the matter has been 
handled in Wisconsin. ; 

A few years ago a Wisconsin electric 
utility had a depreciation reserve with a 
debit balance—in other words, less than 
nothing. In addition, there were a num- 
ber of inflationary items in. plant which 
should have been written off. Here was 
a case where a “major operation” was 
necessary to correct the situation. This 
was done by requiring the establishment 
of a reserve equal to 20 per cent of plant 
to be established out of all available earn- 


ed surplus and capital surplus created by 
reduction of an outstanding open account 
due to the parent company. 

As contrasted with that situation, there 
have been a number of utilities whose re- 
serves were definitely on the low side of 
full reserve requirements. No requirement 
other than to account for the full current 
depreciation expense has been imposed, 
however, and the reserves of such utili- 
ties have improved substantially. Theo- 
retically, any deficiency will not be made 
good by accruing only current deprecia- 
tion but the continued growth of the bus- 
iness and the increase in depreciation re- 
serve tend to minimize any deficiency 
which may now exist. When it is con- 
sidered that the reserves of all Wisconsin 
class A electric utilities, including some 
utilities with reserves on the low side, are 
equal to 25 per cent of depreciable electric 
plant, it seems apparent that general retro- 
active application of depreciation account- 
ing has been proved to be unnecessary in 
Wisconsin. 

The report adopts the view that if any 
corrections of reserve are necessary, they 
should be made through surplus. In other 
words, reserve deficiencies or excesses 
should not be permitted to influence the 
current depreciation expense, although it 
is admitted that minor corrections may be 
made through the current charge if the 
income statement is not materially dis- 
torted thereby. 

It seems proper that this procedure 
should be followed. The annual income 
statements of utilities should reflect, as 
nearly as is practicable, the actual results 
of operations for the year if they are to 
fulfill regulatory purposes satisfactorily. 

f operating income were permitted to be 

influenced in a material way by events 
which happened in the past, then it is 
questionable if much recognition could be 
given to it in a rate proceeding. 
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The combined return and depreciation 
allowed by regulatory authority may be 
viewed as a return of capital and a return 
on capital. If past returns on capital were 
deficient or excessive, that fact should not 
be used to increase the present allowable 
return to a level unreasonably high or to 
reduce it to a confiscatory level. Simi- 
larly, it is at least extremely doubtful if 
past excessive or deficient returns of capi- 
tal can be employed to decrease or to in- 
crease the return of capital presently indi- 
cated as properly includible in expenses. 

However, in the opinion of the writer, 
the nature of depreciation accounting af- 
fords a practicable solution of the prob- 
lem of adjusting reserves. The proper 
annual charge cannot be determined pre- 
cisely. Depreciation studies may indicate, 
however, that the proper annual amount 
lies within a zone of reasonableness. For 
example, studies may indicate that the 
service life of the property is from 30 to 
35 years. If the reserve were deficient it 
would seem proper to adopt the higher 
rate of depreciation indicated by the lower 
range of service life—and conversely if 
the reserve were known to be on the high 
side. It is believed that the degree of rea- 
sonable flexibility which is inherent in de- 
preciation estimates is all the adjustment 
of current charges which is warranted and 
all that will be necessary in the great ma- 
jority of cases. But to go beyond the 
range of a reasonable estimate of the cur- 
rent depreciation expense and deliberately 
increase or decrease the current charge in 
order to correct past deficiencies or ex- 
cesses might result in current income 
statements being materially affected and 
their use for regulatory purposes im- 
paired. 


Depreciation in Rate Cases 


“In fixing public utility rates adequate 
depreciation expense should be allowed ac- 


cording to the service life basis and, in prin- 
ciple, the reserve requirement determined on 
the same basis should be deducted in de- 
termining the rate base. There are cases, 
however, where equity requires the deduc- 
tion of the book depreciation reserve, even 
though it differs materially from the reserve 
requirement. The determination as to when 
this condition exists involves, among other 
things, consideration of the history of regu- 
latory requirements in the jurisdiction and 
the experience and practices of the com- 
pany. In other words, individual situations 
should be dealt with by the Commission 
having jurisdiction in accordance with the 
facts in each case. 

“The. sinking-fund method may some- 
times be used in rate making where it is 
impracticable to determine the accrued de- 
preciation. When the sinking-fund method 
is used in rate proceedings, the interest rate 
employed should be the same as the rate of 
return which is applied to the undepreciated 
rate base.” 


The report stresses the need for a con- 
sistent application of depreciation prin- 
ciples in the rate-making process. If plant 
depreciates for the purpose of the annual 
charge to be included in operating ex- 
penses, it depreciates likewise for the pur- 
pose of the accrued depreciation to be de- 
ducted ffom the rate base. | 

This consistency of treatment is appar- 
ent in the recommendation that deprecia- 
tion expense computed on the basis of the 
service life plant should be allowed in op- 
erating expenses and the accrued deprecia- 
tion determined on the same basis should 
be deducted in computing a rate base. In 
other words, using an over-simplified il- 
lustration, if plant has a service life of 25 
years and has attained an age of 5 years, 
the allowable operating expense charge 
should be 4 per cent of the cost of plant 
and the accrued depreciation to be de- 
ducted should be 20 per cent. 

Recent decisions of the United States 
Supreme Court point toward a consistent 
treatment of depreciation as the only 
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equitable way to handle the problem in a 
rate case. In the Lindheimer case? the 
inconsistency between the large deprecia- 
tion reserve and the claim for annual de- 
preciation expense, and the company’s ad- 
nission of a small amount of accrued 
depreciation, was so marked as to destroy 
any basis for holding that the rates in suit 
would produce confiscation. 

Again in the Natural Gas Pipeline Co. 
case® the court sustained an order of the 
Federal Power Commission in which the 
sinking-fund method of computing depre- 
ciation expense had been used with a 6% 
per cent interest rate, which was the same 
as the allowed rate of return. Likewise, 
in the Hope case* the court sustained an 
order of the Federal Power Commission 
reducing rates in which the depreciation 
expense had been allowed on the straight- 
line basis and the straight-line deprecia- 
tion reserve requirement had been deduct- 
ed in computing the rate base. 

Consistency between annual allowances 
for depreciation and accrued depreciation 
is a sound principle for use in the rate- 
making process. In practice, however, this 
principle may have to be tempered in the 
interest of equity in view of the past his- 
tory of actual regulatory procedure. For- 
_ merly, the retirement reserve method was 
generally permitted by regulatory authori- 
ties. Many utilities availed themselves of 
this option and set up retirement expense 
and reserves at a level much lower than 
full depreciation provisions. The result 
is that at the present time some utilities 
have reserves which are less than the de- 
preciation reserve requirement. 


* Lindheimer v. Illinois Bell Telephone Co., 292 
US. 151. 

* Federal Power Commission v. Natural Gas Pipe- 
line Co., 315 U.S. 575. 

‘Federal Power Commission v. Hope Natural Gas 
Co., decided by U.S. Supreme Court, January 3, 
1944, 


Further, regulatory procedure in the 
past regarding depreciation has not been 
uniform. Some commissions have allowed 
only retirement expense in operating ex- 
penses for rate purposes; others have al- 
lowed full depreciation expense even in 
instances where retirement expense only 
was recorded in the accounts. It is be- 
lieved that situations of this nature were 
in the minds of the committee when it 
recommended that in certain instances 
“equity requires the deduction of the book 
depreciation reserve, even though it dif- 
fers materially from the reserve require- 
ment” and that “individual situations 
should be dealt with by the Commission 
having jurisdiction in accordance with 
the facts in each case.” 


Conclusion 


The writer has been a member of the 
NARUC Depreciation Committee since 
its inception in 1937 and has participated 
actively in the work of preparing the re- 
port. In these circumstances it is difficult 
to assume a completely disinterested atti- 
tude in appraising the worth of the docu- 
ment. However, viewing the report ob- 
jectively, it is the opinion of the writer 
that it is worthy of careful study by all 
interested in regulatory matters. It will 
no doubt lend impetus to the movement 
already well under way for depreciation 
accounting by all utilities. Likewise, it 
should assist materially in bringing into 
general application a consistent treatment 
of depreciation in rate cases so that in the 
future there will probably be a greater ten- 
dency toward the use of depreciation as 
recorded in the accounts for purposes of 
both the annual expense and the deduction 
of accrued depreciation in rate base deter- 
minations. 





The. Depreciation Reserve as a Measure of 
Actual Accrued Depreciation 
By JAMES C. BONBRIGHT* 


[* is a temptation, to which I am yield- 

_ing, to begin these comments on the 
notable report of the Depreciation Com- 
mittee by asserting that it reaches the 
right conclusions for the wrong reasons. 
By “the right conclusions’ I mean the 
vigorous support which the committee 
gives to straight-line depreciation ac- 
counting as applied to most utility com- 
panies. By “the wrong reasons” I refer, 
not to all the arguments that the report 
urges in support of straight-line account- 
ing—most of which arguments seem to 
me quite sound—but rather to the pri- 
mary contention that a straight-line re- 
serve can be expected to measure “with 
reasonable accuracy’’ the actual deprecia- 
tion of the physical properties of a utility 
company. 

This particular claim of virtue for 
straight-line accounting is one that, in my 
opinion, cannot fairly be made for any 
accounting device whatsoever. Nor is it 
a claim that need be sustained in order to 
save the practical validity of the straight- 
line method. 

The relationship between depreciation 
as an accounting category and “actual de- 
preciation” as an objective phenomenon 
cannot be discussed intelligently without 
reference to a fairly precise definition of 
“actual depreciation”. Yet all attempts 
hitherto made to secure a satisfactory defi- 
tion have ended in partial failure. The 
force of this statement will be apparent 
from a review of competing definitions. 

In general accounting theory, ‘“depre- 
ciation” has usually been defined in terms 
of a fall in the value of a fixed asset due 
to those economic and physical forces that 
lead to ultimate retirement. Even in the 


* Professor, School of Business, Columbia Univer- 
sity. 


field of unregulated business enterprise 
this attempt to distinguish between cer- 
tain changes in the value of an asset which 
constitute “depreciation” and certain oth- 
er changes which are to be disregarded 
gives rise to serious difficulties. 

With a regulated public utility, how- 
ever, there is a further objection to any 
identification of depreciation with loss of 
value. This objection is the very one that 
is usually conceded to be fatal to the ac- 
ceptance of “value of the property” as a 
rate base—namely, the vicious-circle situ- 
ation. The question whether and to what 
extent an old and obsolescent asset has 
fallen in value to the public utility which 
owns this asset can be answered only 
after a commission or court has decided 
how much, if any, depreciation to deduct 
for rate-making purposes. If this decision 
should support the company’s contention 
that depreciation should be ignored, it 
would tend to make the asset worth to the 
company as much as a new asset. 

Aware of this basic objection to “val- 
ue” as a category of public utility rate- 
making and accounting, some writers 
have defined depreciation in terms of cost 
rather than in terms of value. Thus, some 
of them have accepted P. D. Leake’s state- 
ment that depreciation means “expired 
capital outlay”—a definition quoted by 
the NARUC Committee with qualified 
approval. Strictly analyzed, however, 
Leake’s definition makes nonsense. If a 
capital outlay can be said to expire at all, 
the expiration takes place at the time 
when this outlay is made rather than 
during the later period between the date of 
acquisition of the asset and the date of its 
ultimate retirement. 

A third type of definition eschews not 
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only value but also cost as the thing which 
is supposed to diminish during the life of 
the asset and identifies depreciation either 
with loss of service life or else with loss of 
service capacity. Thus, according to the 
first version of this third type of defini- 
tion, if a telephone pole has already been 
in service for one half of its useful life, 
it has depreciated precisely 50 per cent by 
very definition. But according to the sec- 
ond version, if the pole—during the ex- 
pired half of its service life—has already 
lost 60 per cent of its capacity to perform 
the service of transmitting electric cur- 
rents, it has depreciated precisely 60 per 
cent also by very definition. 


This third approach to a definition, 
which associates depreciation as far as 
possible with physical units rather than 
with economic concepts, has much in its 
‘ favor as applied to certain limited types 
of assets. When offered, however, as a 
basic definition for utility properties in 
general, it has serious deficiencies. One of 
these deficiencies is that neither lapsed 
service life nor lapsed capacity to perform 
useful service takes account of the loss of 
efficiency of the asset that characteristi- 
cally begins to take place long before re- 
tirement date. 


The above three major ways of defining 
“actual depreciation,” each of which is 
subject to many variations, would seem to 
exhaust the possibilities. Yet, as already 
noted formidable objections can be raised 
against all of them, especially when ap- 
plied to the complex plant and equipment 
of a regulated public utility. 


Some writers have therefore abandoned 
the attempt to secure a precise definition 
of “actual depreciation” and have even 
suggested a doubt whether the term is a 
scientifically valid concept. Other writers 
have reverted to a definition of depreci- 
ation in terms of loss of value but have 


tried to avoid the vicious-circle objection 
by construing ‘“‘value’” to mean, not what 
the asset is worth to the corporation as a 
source of profits, but rather what the as- - 
set is worth to the community as a source 
of public utility service. This latter con- 
ception of “value to the community” as a 
category of public utility accounting and 
rate-making has possibilities which need 
to be developed in the literature of the 
future. But the concept does not lend it- 
self readily to measurement in terms of 
dollar amount. 


The NARUC report appears to recog- 
nize some if not all of the above-men- 
tioned difficulties of defining “actual de- 
preciation.” Being written by a large 
committee rather than by a single indi- 
vidual, the report tries to meet the prob- 
lem by an eclectic definition which accepts 
at least three inconsistent concepts. Thus 
we read: 


“Depreciation is the expiration or consump- 
tion, in whole or in part, of the service life, 
capacity, or utility of property resulting 
from the action of one or more of the forces 
operating to bring about the retirement of 
such property from service.” 


This sentence leaves the reader unin- 
structed as to how he should measure the 
depreciation of a physical asset if he finds 
that this asset has already lost 50 per cent 
of its service life, 70 per cent of its ca- 
pacity, and 85 per cent of its utility 
(whatever this last, undefined word may 
mean). 

For the reasons suggested in the pre- 
ceding paragraphs, I believe that a final 
judgment on the precise relationship be- 
tween an appropriate accounting allow- 
ance for depreciation on the one hand, and 
so-called “actual depreciation” on the oth- 
er hand, must await a more satisfactory 
answer than we now have to the prior 
question: What is the meaning of “actual 
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depreciation?’ At the present time I am 
doubtful whether it will be possible to 
reach an agreed-upon definition sufficient- 
ly precise so that the term will lend itself 
to scientific quantitative measurement. 
Meanwhile it seems to me that the practi- 
cal arguments in favor of straight-line de- 
preciation accounting, some though not 
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all of which have been set forth in the 
NARUC report, are so strong that they 
justify the general adoption of this form 
of accounting quite without reference to 
the question whether or not a straight- 
line reserve can be said to measure “ac- 
tual depreciation” with “reasonable accu- 
racy.” 


_The Unsoundness of Recommendation Forty-Two 
By LESTER S. READY* 


ans report of the Committee on De: 

preciation of the NARUC is a real 
contribution to the subject of depreciation 
accounting for public utilities and the 
handling of depreciation accounting in 
connection with rate proceedings. The va- 
rious definitions and. issues are brought 


out in clear perspective so that discussion, 


can be limited to those issues in dispute. 
In general, most of the conclusions and 
recommendations appear sound and 
should be acceptable to the various inter- 
ested parties if applied intelligently, .con- 
sistently and with sound reasoning. 

The report deals almost exclusively 
with depreciation accounting, the ques- 
tions pertaining thereto, and its applica- 
tion to rate proceedings. The subject of 
accrued depreciation in connection with 
valuation of properties for sale or in con- 
demnation proceedings is not covered. 
The introductory statement might well 
have specified that the discussions and 
conclusions refer to depreciation account- 
ing and its application to rate regulation 
and are not directed to valuation for sale 
and condemnation proceedings, although 
the matter of accounting would have some 
bearing on such proceedings. 


* Consulting Engineer, San Francisco, California. 


Objective of Depreciation 
Accounting 


It appears that there is little difference 
of opinion as to the objective of deprecia- 
tion accounting—the process of charging 
to operations the book cost of depreciable 
property over its life. There is a question, 
however, as to how the amount of the 
book cost shall be apportioned to the ac- 
counting periods within that life. 

The Interstate Commerce Commission 
Docket No. 14700 (Decided: July 28, 
1931), prescribing the basis of deprecia- 
tion charges for telephone utilities and 
steam railroads, defined depreciation as: 


“... depreciation is the loss in service value 
not restored by current maintenance and in- 
curred in connection with the consumption 
or prospective retirement of property in the 
course of service from causes against which 
the carrier is not protected by insurance, 
which are known to be in current operation, 
and whose effect can be forecast with a rea- 
sonable approach to accuracy.” (p. 422) 


The System of Accounts of the Federal 
Power Commission (approved June 16, 
1936, effective January 1, 1937) defines 
depreciation as follows: 


“ ‘Depreciation’, as applied to depreciable 
electric plant, means the loss in service value 
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not restored by current maintenance, in- 
curred in connection with the consumption 
or prospective retirement of electric plant 


in the course of service from causes which , 


are known to be in current operation and 
against which the utility is not protected by 
insurance. Among the causes to be given 
consideration are wear and tear, decay, ac- 
tion of the elements, inadequacy, obsoles- 
cence, changes in the art, changes in demand 
and requirements of public authorities.” 
(Definition No. 13) 


The, above definitions are in general 
agreement and, for the sake of brevity, 
“loss in service value” may be accepted as 
the definition of depreciation. 


The following definition (taken from - 


the Federal Power Commission’s System 
of Accounts) is also of importance: 


No. 38—“ ‘Service Value’ means the dif- 
ference between original cost and net sal- 
vage value of electric plant.” 


The real purpose of depreciation ac- 
counting is to make provision for the loss 
in service value—using up of investment 
—during the life of the property. The 
spreading of this loss to the respective 
accounting periods making up the service 
life has been the subject of much discus- 
sion and there is a wide difference of 
opinion as to which method should be em- 
ployed. 

The following quotations from the sum- 
mary of the report of the Committee on 
Depreciation indicate that the aim is to 
account for the depreciation as it accrues: 


“5, Depreciation accounting is the process 
of charging the book cost of depreciable 
property to operations over its life. 

“12. The depreciation reserve measures 
that part of the cost of plant still in service 
which has been written off usually as an 
operating expense. If the depreciation re- 
serve has been properly determined, it meas- 
ures the accrued depreciation. 

“14, The financing of replacements is not 
the purpose of depreciation accounting. Its 
purpose is to record as a cost of operations 
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the pro tanto cost of property consumed 
therein, thus maintaining the integrity of the 
investment whether or not replacement oc- 
curs. ; 

“29. Current charges for depreciation ex- 
pense should be based upon the best possible 
estimates of the amount properly applicable 
to the period covered by an income state- 
ment, without modification for excessive or 
deficient charges in the past. 

“39. A properly computed depreciation 
reserve 1s the best measure of accrued or ex- 
isting depreciation, since such reserve re- 
flects that part of the cost of the property in 
service which relates to the exhausted or 
expired economic or service life.” 


The Uniform System of Accounts of 
the Federal Power Commission (under 
Item 10, Instructions General Deprecia- 
tion Accounting, page 11) provides that: 
“Each utility shall record as at the end of 
each month the estimated amount of de- 
preciation accrued during that month on 
depreciable electric plant.” 

Unquestionably, the object of deprecia- 
tion accounting is to record and provide 
for the accruing loss in service value from 
month to month or year to year. As indi- 
cated in the report on depreciation by the 
Interstate Commerce Commission, the ac- 
crued depreciation reserve as of a given 
date should represent insofar as possible 
the accrued loss in service value up to that 
date. This should be the aim of every 
method of accounting. 

The formula that will spread over the 
accounting periods the total loss in serv- 
ice value which is most nearly in accord- 
ance with the accruing depreciation 
should be the one used regardless of 
whether it is the “straight line” formula 
or the one referred to as “compound in- 
terest or sinking fund” formula. 


Basis or Formula to be Used 


The method which most accurately 
measures accrued depreciation of electric 
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utility property lies between the extremes 
of (a) the sinking fund formula using an 
interest rate equal to the fair return and 
(b) the straight line formula. 

The conclusion and recommendation 
No. 42, set forth in the report and copied 
below is unjustified. 


“42. The sinking-fund method may some- 
times be used in rate making when it is im- 
practicable to determine the accrued depre- 
ciation. When the sinking-fund method is 
used in rate proceedings, the interest rate 
employed should be the same as the rate of 
return which is applied to the undepreciated 
rate base.” 


In this conclusion and recommendation 
the Committee indicates the choice be- 
tween two extremes: (1) the straight line 
formula and (2) the sinking fund formula 
with the interest rate equal to the fair re- 
turn. It is doubtful whether either ex- 
treme fulfills the object of accruing re- 
serve at the same rate as that of the accru- 
ing depreciation. 

Those who support the straight line 
method of depreciation accounting con- 
tend that it is simple and that the sinking 
fund formula is somewhat complicated in 
application. These contentions may large- 
ly be ascribed to lack of experience in 
practical applications of the sinking fund 
method. Wide experience in the handling 
of depreciation from a regulatory stand- 
point and from an engineering considera- 
tion of accounting leads to the inescapable 
conclusion that the sinking fund method 
practically applied is not complicated and 
has certain definite advantages over the 
straight line method when the whole ques- 
tion of utility accounting and regulation is 
considered. 

The service lives of units of property 
and their service values (cost less salvage 
value) are constants, regardless of the 
formula used. Both methods require ap- 
plication of annuity rates based on service 


. 


lives of property units. In using the 
straight line formula, the basis for the an- 
nuity rate may be determined by com- 


’ puting the weighted average of the esti- 


mated lives for the various units of prop- 
erty. Under the sinking fund formula, it 
is necessary to apply annuity rates to the 
separate, estimated lives and compute 
therefrom the average annuity rate so as 
to insure against error when considering 
properties in which fairly wide variations 
occur in individual lives of units in one 


accounting classification. This is a matter’ 


of engineering analysis and estimate and, 
once completed, does not affect account- 
ing processes. 

In a practical accounting for deprecia- 
tion, average annuity rates are determined 
for each of the different classifications of 
property and applied to the capital by 
classes of accounts to determine the credit 
tc reserve. The reserve or total accrued 
depreciation is either kept in one main 
account for balance sheet purposes or sub- 
divided into major groups; for example, 
hydro production, internal combustion 
production, steam production, transmis- 
sion, distribution, and general, as required 
for analysis by the Federal Power Com- 
mission’s System of Accounts. The an- 
nuity is credited to reserve under both the 
sinking fund method and the straight line 
method. Under the first-named method, 
interest on the balance in the reserve at 
the interest rate determined must also be 
credited to the reserve. 

Debits to reserve upon retirement of 
units of property are the same under eith- 
er the sinking fund or the straight line 
formula. Certain units are retired before 
expiration of the estimated life on which 
annuity has been computed; others, after 
longer life. Mathematically, the portion 
of the reserve assignable for individual 
units retired prior to average life is less 
than the service value represented by the 
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cost new less net salvage value under 
either formula. Under practical account- 
ing procedure, the reserve is debited with 
the entire loss in service value experi- 
enced. 

Under the sinking fund formula, inter- 
est on reserve applies to the total reserve 
accrued to date. It is not necessary to 
make computations of interest for the va- 
rious accounting classifications and indi- 
vidual units. For purposes of control and 
in order to check the correctness of. the 
depreciation allowance on either straight 
line or sinking fund basis, it is often ad- 
visable to set up an analysis of accrued 
depreciation by main accounts so that 
where results indicate that either too 
much or too little depreciation is being 
accrued, adjustment can be made in fu- 
ture annuity rates. Generally, this is a 
special study and should not demand ex- 
actness of accounting since its object is 
to determine reasonableness of estimates. 

It is contended by those who favor it 


that straight line depreciation approxi- 
mates the net result of the combination of 
various elements of time, interest, physi- 


cal depreciation, increasing operating 
costs, and other influences which affect 
service value. 

The straight line method may produce 
results that are by chance approximately 
correct for a composite property like a 
telephone system, or the particular equip- 
ment and structures for which deprecia- 
tion is accrued in railroad system account- 
ing, but it may be seriously in error when 
applied to a property consisting of long- 
lived units with maintenance costs having 
only slight variations throughout the lives 
of the units and where interest (cost of 
money) is one of the major factors in the 
service value which is apportioned to the 
respective accounting periods. 

Depreciation, as defined and as applied 
to the cost of an installed unit, deals with 
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spread of “cost less net salvage” (service 
value) over the service life of that unit. 
The depreciation allowances by account- 
ing periods are intended to represent this 
service value as it is used up or consumed. 
Accordingly, the periodic allowance 
should be the amount which most nearly 
measures or reflects the depreciation or 
loss in service value occurring during that 
period so that as of any date the accrued 
reserve will represent closely the accumu- 
lated loss in service value in the property. 

The important questions are: At what 
rate is the service value used up with the 
elapse of time? Is it at a uniform rate or 
at a varying rate? Can it be approximated 
by some mathematic formula? 

Normally, in buying such commodities 
as coal and oil the payment involved is for 
a quantity sufficient for operations over a 
few months, or a year or two at most. 
Consequently, the item of interest is gen- 
erally insignificant. However, if the goods 
are for use over as long a period as, for 
instance, 10 or 15 years, it would be un- 
economical to pay at the present time the 
full price per unit for goods to be used 
1G years hence. A wise purchaser would 
discount the price for the later years at 
least to the extent of interest on the pur- 
chase price during the period between 
dates of purchase and use. 

For properties having short lives of 5 
to 10 years, where operating costs in- 
crease with age, the accruing loss in serv- 
ice may perchance closely approximate the 
results obtained by applying the straight 
line method. Depreciation on some units 
of property may accrue more rapidly than 
is indicated by the straight line formula, 
owing to the dominance of increased 
maintenance and reduced dependability. 
For longer-lived properties, where operat- 
ing costs are fairly constant and not ma- 
terially increased with the passage of time, 
interest is the more predominant factor 
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and as a result the accrual of depreciation 
more closely follows the sinking fund 
formula than the straight line formula. 

If-——for a given unit or groups of units 
-—the operating costs did not increase ac- 
tually or relatively with the passage of 
time and the service dependability did not 
change, and furthermore, if the deprecia- 
tion reserves. could immediately be in- 
vested in property, then the interest rate 
to be used in computing sinking fund da- 
preciation might reasonably be the same 
as the fair return on money invested in 
the property. However, in the absence of 
such ideal conditions and in order to re- 
flect the accruing depreciation actually oc- 
curring, it is necessary to adopt an inter- 
est rate which is lower than the fair re- 
turn and often lower than cost of money 
obtained from the first mortgage sources. 

Some of the reasons for this are: (1) 
improbability of being able to use immedi- 
ately reserve for additions and _ better- 
ments to property or for retirement of 
bonds; (2) likelihood and extent of in- 
creased operating expenses as time passes ; 
(3) possibility and effect of. partial ob- 
solescence not sufficiently great to justify 
retirement; and (4) impairment of the de- 
pendability of service as the age of the 
unit increases. 

Credits to the depreciation reserve nor- 
mally are made monthly. The moneys are 
first reflected in the balancing entry to 
cash in current assets. Where gross addi- 


tions and betterments are made uniformly. 


and the costs thereof exceed the credits to 
the reserve, these moneys are quickly 
transferred to investments in earning 
properties. However, when fixed capital 
requirements fall below the amount cred- 
ited to depreciation reserve or when ex- 
penditures for additions and -betterments 
are intermittent, the assets in cash build 
up to an amount in excess of the operative 
working capital reasonably required. Con- 
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sequently, the earnings on this portion of 
the reserve may be limited to interest on 
bank deposits. 

With the lapse of time there is a ten- 
dency toward increased maintenance costs 
of utility property; e.g., automobiles and 
other machines. With respect to hydro- 
electric production facilities, however, this 
increase is relatively small. In other 
classes of property the increase varies 


‘from practically zero to possibly as much 


as 2% or 3% per annum. As a result, the 
service value of the properties is reduced 
to a greater extent than is measured by 
the use of a sinking fund formula in which 
the interest rate is equivalent to fair re- 
turn or average cost of money. For ex- 
ample: assume a class of property on 
which the maintenance and operating 
costs increase from 2% of fixed capital 
per annum for the first year of operation 
to 314% per annum at the end of the fif- 
teenth year of a 20-year estimated life. 
Using a sinking fund rate equal to the fair 
return (say 6%), the annual cost of use 
of the property when 15 years old would 
be 114% more than at the time the prop- 
erty was new. 

Obsolescence may tend to cause a re- 
duction in service*value at a somewhat 
higher rate than is indicated by the appli- 
cation of the sinking fund formula with 
interest equal to fair return. Property be- 
comes partially obsolete, resulting in costs 
that are higher than those of a new prop- 
erty but not sufficient to justify replace- 
ment. The general effect on service value 
is the same as if increased operating costs 
had occurred. 

The use of the sinking fund formula 
with an interest rate below fair return or 
average cost of money tends to compen- 
sate for loss in service value brought 
about by increased operating costs result- 
ing from age or from partial obsolescence. 

In the case of hydroelectric facilities, 
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the potentialities for increased operating 
costs with age are relatively minor. Ob- 
solescence may occur to a certain extent, 
due generally to improvement in the art 
of developing power from other than hy- 
droelectric sources. Dependability of serv- 
ice does not materially change with age 
under reasonable operating conditions. 
The ability to reinvest accrued deprecia- 
tion reserve money: is limited in the main 
te minor additions of property and to re- 
tirement of bonds. Estimated lives of 
property units are relatively long. Under 
thése circumstances, the method of ac- 
counting for depreciation which would 
most logically measure the accruing loss 
in service value with passage of time 
would be either a sinking fund or a com- 
pound interest formula with an interest 
rate somewhat less than the reasonable 
cost of bond money but in excess of zero 
interest rate—straight line formula. 

In the final analysis, the interest rate 
used must be a judgment figure based on 


a general consideration of all factors, the 
intention being to distribute over the life 
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of the property the loss in service value as 
it occurs year by year. 
With reference to depreciable proper- 
ties—such as those of gas and electric 
utilities—having comparatively long lives, 
the application of the straight line formula 
results in accruing depreciation reserve at 
a faster rate than that of the depreciation 
actually taking place; whereas the appli- 
cation of the sinking fund or compound 
interest formula, with interest rate equal 
to fair return, results in accruing depre- 
ciation reserve at a slower rate than that 
of the depreciation actually taking place. 
‘ Consequently, the conclusion and rec- 
ommendation of the committee—that eith- 
er the straight line formula or the sinking 
fund formula, with the fair rate of return 
as the interest rate, be used—propose the 
use of one of two extremes neither of 
which is correct. The aim should be to 
apply the particular formula which meets 
the requirements of sound and mathe- 
matically correct depreciation accounting 
and this should contemplate a basis lying 
somewhere between these extremes. 





|? may be said that this piece was con- 

ceived in jealousy and born of animus. 
Circumstantial evidence is against me for 
my thesis is that the members of my pro- 
fession are possessed of a better back- 
ground for the conduct of city planning 
operations than are architects and engi- 
neers. Let me earnestly assure you that 
my objective is not to discredit those 
architects and engineers who have seen 
the need for planning and have whole- 
heartedly undertaken to do something 
about it, but rather to shame social sci- 
entists into awakening to their responsi- 
bilities in the planning field and to en- 
courage the planning fraternity to return 
tc fundamentals. In briefest form the 
argument is simply that social considera- 
tions are more important in planning than 
are engineering considerations and hence 
that social scientists must play a larger 
part in the process than technicians. The 
argument may be presented in a progres- 
sion of propositions : 


1. The city is an economic and social 
mechanism. The explanation of the urban 
organization of society is found in the 
socio-economic activities of man which re- 
quire the concentration of people, build- 
ings, and machines within relatively small 
areas. Thus the demand for urban land 
arises from the need for space for the per- 
formance of these activities. The eco- 
nomic, social, and technical forces which 
impinge upon each urban area determine 
its economic and social characteristics and 


* Chief, Housing Economics Section, National 
Housing Agency. Opinions expressed in this article 
are solely those of the author and do not necessarily 
represent official policy of any government agency. 


A Land Economist Looks at City Planning 
By RICHARD U. RATCLIFF* 





its rate of growth. In a sense, cities have 
developed as integral parts of the national 
productive and distributive machinery. 
The spatial pattern of functional areas 
within the city, the street system, the 
buildings which crowd the landscape to- 
gether with the people who‘ inhabit and 
use them, constitute essential items of eco- 
nomic equipment. 

From the sociological viewpoint, cities 
are settlements of individuals living to- 
gether in complicated economic and social 
contact. The social characteristics of city 
dwellers and their way of living do con- 
dition the demand for the services of ur- 
ban land and have a direct influence on 
the pattern of land use, on land value, 
tenure, and the type and design of build- 
ings. To understand these influences we 
must know something of urban popula- 
tion trends, of age and sex distribution, of 
racial background, of geographical ori- 
gins. We must know something of social 
changes which may alter urban behavior 
patterns and affect the demand for the 
services of land. 

2. The physical form and ecology of the 
city are the products of the forces of de- 
mand and supply operating within the 
framework of the real estate market and 
conditioned by economic, social, and legal 
institutions. The pattern of land use in 
urban areas is not a matter of accident. 
There is an essential order in the urban 
structure. It is true that our cities have 
not had the benefit of the same skilled 
planning which has produced highly ef- 
ficient machines and factories. But, while 
this lack of control and absence of con- 
scious design have given rise to many in- 











de 


the 
pre 
cat 
ma 


ma 
era 
ifie 
If 1 
fitt 
pat 
ter 
cial 
ma: 
ma 
in | 
ficiz 
strc 
f 
plis. 
part 
cant 
forc 
ine» 
to n 
in c 
chat 
rath 
tion 
chan 
acco: 
the 
fram 
have 
J. 
of fo 
urall 
Oper 
City 





have 
ional 
nery. 
ireas 
the 

e to- 
and 
eco- 


cities 
y to- 
ocial 
"city 
con- 
f ur- 
e on 
value, 
uild- 
S we 
pula- 
yn, of 
ori- 
social 
avior 
r the 


of the 
if de- 
1 the 
t and 
legal 
se in 
ident. 
urban 
have 
killed 
ly ef- 
while 
con- 
Iv in- 








ECONOMIST LOOKS AT CITY PLANNING 


efficiencies in the operation of cities as 
part of the productive and distributive 
machinery, it remains that the basic urban 
form is essentially functional. It can be 
demonstrated that the spatial distribution 
of the various land uses has evolved from 
the functions to be performed through a 


process of competition for preferential lo-_ 


cations among the uses in the real estate 
market. 


3. The institutional framework of the 
market and the socio-economic forces op- 
erating within it can be controlled or mod- 
ified only slowly and with great difficulty. 
If the future structure of the city is to be 
fitted into a pre-determined or “planned” 
pattern which is at variance with that pat- 
tern which would otherwise eventuate, so- 
cial controls must be applied to certain 
market forces or modifications must be 
made in the institutional framework with- 
in which the market operates. Such arti- 
ficially-induced change will meet with 
strong resistance. 


4. The area of social control to accom- 
plish corrective planning is small in com- 
parison with the area-over which control 
cannot effectively be exercised. The basic 
forces and processes of city growth move 
inexorably forward and the efforts of man 
to modify them are puny and ineffective 
in comparison. Institutions are constantly 
changing but by an evolutionary process 
rather than as a result of conscious direc- 
tion in accordance with plan. Only minor 
changes from the natural pattern can be 
accomplished without major changes in 
the institutions which form the market 
framework. These minor changes may 
have great social significance. 


5. City planning starts with the process 
of forecasting the pattern which will nat- 
urally evolve from social forces as they 
operate within the market framework. 
City planning must start with an analysis 
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of the natural market forces. Much of the 
plan directly expresses the unmodified ef- 
fect of these forces. This part of planning 
requires a thorough understanding of so- 
cial forces and institutions and requires 
the application of social science methodol- 
ogy. 

6. The next step in planning is to de- 
termine upon what modifications of the 
natural growth pattern are socially desir- 
able. The social significance of modifica- 
tions is a matter involving economic, so- 
ciological, legal, and political considera- 
tions. Except for sanitation or engineer- 
ing problems involving minimum stand- 
ards commonly accepted, judgments of the 
social significance of modifications in ur- 
ban structure require a point of view and 
a background of education not provided in 
technical schools. 


7. The practicability of accomplishing 
modifications determined to be socially de- 
sirable must be tested by an analysis of 
market forces and related institutions. 
Modifications can be accomplished only by 
positive action. It is necessary to deter- 
mine at what points in the market pro- 
cess stimulants or controls must be ap- 
plied in order to accomplish the plan and 
what market forces or institutions must 
be subjected to pressure. The various con- 
trol devices must be tested as to practica- 
bility, and with respect to the probable 
repercussions in other parts of the mar- 
ket, so that reform at one point shall not 
be offset by retrogression at another. The 
real estate market is a social institution 
and must be analyzed by those who under- 
stand its complexities. 


I have not described the entire process 
of city planning, down to the last fine 
map, but I have outlined the gist of it. 
The other things are derivative for the 
most part, or in some cases are condi- 
tioning factors. City planning is basically 
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a process of social engineering in which 
the materials are human beings and hu- 
man activities, and where the laws and 
principles are out of the social sciences. 

Everyone knows that planning is pres- 
ently in the hand of people with technical 
backgrounds. The world should be grate- 
ful to the civil and sanitary engineers, to 
the architects and the landscape architects 
who, by reason of propinquity to the prac- 
tical physical problems of city growth and 
change, moved naturally into the field of 
social engineering. There is no implica- 
tion that all have done badly for many 
have acquired an understanding of social 
problems and have learned to apply so- 
cial science techniques. 

But it has been disappointing that the 


planning fraternity as a whole has moved 


so slowly toward a recognition of the role 
of the social sciences in planning. There 
has been much lip service and some hon- 
est appreciation. However, planners con- 
tinue to recruit their staffs from among 
architects and engineers, and, most symp- 
tomatic of all, city planning curricula in 
all but a very few educational institu- 
tions give little or no place to the social 
sciences. For this lack, social scientists are 
no less responsible than the planners al- 
though it might be expected that the 


group which has publicly assumed the re- 
sponsibility for the future urban pattern 
in America should insist upon rational 
planning education. 

In view of the lack of a sound and com- 
prehensive system of planning theory, 
principles and standards, it would be rea- 
sonable to expect the planning fraternity 
to positively encourage basic research in 
urbanism. Social scientists are well aware 
of the grave deficiencies in our knowledge 
of the urban structure and the principles 
of urban growth. There has been scat- 
tered research in this field by ecologists, 
geographers, and land economists.: But to 
many a social scientist, city planning as 
presently conducted is as imperfect as ma- 
chine design would be if the designing 
engineers did not fully understand the 
principles of mechanics or have scientific 
knowledge of the properties of metals. 
True, we must not forego attempts to im- 
prove the urban mechanism simply be- 
cause our knowledge is incomplete but we 
should be straining every nerve in an in- 
tegrated research program. 


When will planners stop long enough in 
their headlong passage from catch-word 
to panacea, from urban redevelopment to 
progressive planning, in order to return to 
fundamentals ? 
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Big Inch Pipe Lines and the Monopoly Competition 
in the Petroleum Industry 
By DUDLEY DILLARD* 


HE petroleum industry is one of the 

great, complex industries of the 
American economy. Since the buccaneer- 
ing days of John D. Rockefeller, extremes 
of monopoly and competition have pre- 
vailed. The survival of small firms has 
been continually threatened by the con- 
trols which large firms have exercised 
over the most efficient means of transpor- 
tation. In recent years pipe lines have 
been the most important form of over- 
land transportation for petroleum. In spite 
of the Hepburn Amendment to the Inter- 
state Commerce Act (which provides that 
all oil pipe lines are common carriers) 
the independent producers and refiners 
have not made use of pipe lines for long 
distance transportation. The Interstate 
Commerce Commission, charged with the 
regulation of common carriers, has not 
been successful in providing equality of 
opportunity for independent shippers of 
petroleum and petroleum products. 

The crux of the competition-monopoly 
situation in petroluem lies in the inte- 
grated nature of some firms and the non- 
integrated character of others. In relation 
to integration, transportation is the most 
strategic factor. During the present war 
emergency a revolutionary new pipe line 
system is being built between the most 
important producing areas and the most 
important consuming areas of the nation. 
These new lines may become instruments 
of either increased or decreased concen- 


* College of Business and Public Administration, 
University of Maryland. The author is indebted to 
W. B. Watson Snyder and W. G. Fritz for valuable 
criticisms of an earlier draft of this article. 


tration. In the following discussion, after 
an analysis of the relevant factors, a sug- 
gestion is made which, it is thought, will 
reduce substantially the inequality of op- 
portunity between independent and inte- 
grated firms. 


I. 


While the relation of pipe line operation 
to the problem of monopoly in the petrole- 
um industry has been relatively neglected 
by economists,’ the concentration of ac- 
tivities in the industry as a whole is well- 
known and only a brief summary of cer- 
tain aspects of the voluminous data on 
ownership and control need be presented 
here. The general picture which emerges 
shows that a relatively small number of 
firms (about twenty) hold approximately 
two-thirds of the entire investment, based 
on net depreciated value of assets. The 
other third of the investment is held by 
thousands of small producers and mar- 
keters and several hundred small refiners.” 
The individual firms range in size from 
the one-man prospector to the two-billion- 


‘dollar Standard Oil Company (New Jer- 


sey). The T. N. E. C. and other investi- 
gations have designated thé twenty largest 


*For the best general treatment of pipe line 
transportation in relation to the structure and con- 
trol of the petroleum industry, see Roy Prewitt, 
“The Operation and Regulation of Crude Oil and 
Gasoline Pipe Lines,” Quarterly Journal of Eco- 
nomics, February, 1942, pp. 177-211. Prewitt’s study 
antedates the Big Inch period. 

*Temporary National Economic Committee, In- 
vestigation of Concentration of Economic Power, 
Hearings, 1939, Part 14-A, p. 7706. 





110 


firms as the “majors” and they constitute 
the monopoly element. The “independ- 
ents” are concerns which are not owned 


cr controlled by any of the majors. Those 


firms not included among the majors but 
controlled by them are sometimes called 
the ‘“‘secondaries.”* The majors are also 
referred to as “integrated” companies be- 
cause they engage in each of the chief 
branches of the petroleum industry; 
namely, production of crude oil, refining, 
transportation, and marketing. Though 
somewhat arbitrary, this distinction be- 
tween “majors” and “independents” is a 
first approximation useful for scientific 
inquiry into the functioning of the indus- 
try. 

Extensive studies by the T. N. E. C. 
give the best picture of the extent of the 
concentration of control.* In the produc- 
tion of crude oil the twenty largest com- 
panies in 1937 produced 52.7 per cent of 
the domestic production of crude oil from 


23.7 per cent of the producing wells. The 
independents have the poorer wells. Own- 
ership of crude oil reserves is more con- 


centrated than annual production. The 
four largest companies held approximately 
32 per cent of the total proven reserves of 
the United States, and the twenty largest 
approximately 70 per cent.® 
Concentration of ownership and control 


*For a list of the majors and 344 secondaries, 
compiled by the anti-trust division, see Complaint— 
U. S. v. American Petroleum Institute et al., Civil 
Action No. 8524, September 30, 1940, pp. 6-15. 

‘Apart from the factors that will be discussed 
below, the revolutionary changes that have taken 
place in the petroleum industry since Pearl Harbor 
do not alter in any significant way the following 
analys's. Concentration has been increased, and the 
T. N. E. C. data and the anti-trust data are more 
likely to represent an understatement than an over- 
statement of the present degree of concentration. 

°T. N. E. C. Monograph No. 39, pp. 10, 67. Sze 
also Complaint—U. S. v. American Petroleum Insti- 
tute, p. 31, for a summary table showing per cent 
of ownership and control in various phases and 
functions of the industry. 
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is greater in refining than in production 
or reserves. On January 1, 1938, the 
twenty majors owned 75.6 per cent of the 
country’s refining capacity and 85.2 per 
cent of the cracking capacity.® Nearly all 
independent refiners are located in the oil- 
producing regions, whereas much of the 
refining capacity of the integrated firms is 
on the Atlantic seaboard near the great 
consuming centers of northeastern United 
States. The integrated companies also 
have large refineries along the Gulf Coast. 

In recent years the majors have ac- 
counted for about 80 per cent of the do- 
mestic sales of gasoline. Though most re- 
tail businesses are not owned by the major 
firms, they effectively control the outlets 
through leasing arrangements known as 
the “Iowa Plan” and through exclusive 
dealing contracts.’ In spite of the high 
concentration, marketing is the most com- 
petitive branch of the industry, though 
even here competition is limited chiefly to 
the non-price variety. 

The greatest concentration and the 
most effective monopoly control exercised 
by the major firms are in the transporta- 
tion field. By virtue of its fluid nature, pe- 
troleum and its products are most eco- 
nomically transported in specialized 
equipment such as pipe lines, ocean tank- 


°T. N. E. C., Hearings, 14-A, p. 7730. 

*T. N. E. C., Hearings, 14-A, p. 7817. See espe- 
cially the testimony of J. Howard Pew, President 
of the Sun Oil Company (Part 14, pp. 7207 ff.) 
Though Mr. Pew denied that the dealers were under 
contract to buy exclusively Sun Oil products, he 
admitted that none of the stations owned by Sun 
and leased to dealers sold gasoline of any other 
company. The reason given in explanation was that 
the 100-per-cent dealer was charged half a cent less 
per gallon than one who bought some other brand 
in addition to Sun. Mr. Pew claimed this price 
differential was based on a cost differential but, 
when unable to explain the basis of the cost differ- 
ence, he said, “Certain trade practices . . . have 
grown up over the years and that is one of those 
trade practices which obtain in our industry” (pp. 
7210-7211). 
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ers, tank cars, and tank trucks. At the be- 


ginning of 1938 fourteen major com- . 


panies owned 89.0 per cent of the crude 
oil trunk line mileage,* 96.1 per cent of 
the gasoline pipe line mileage,” and 87.2 
per cent of the total tanker tonnage.’ 
Most of the railway tank cars in petrole- 
um service are owned by tank car com- 
panies which appear to be controlled by 
the major oil companies. However, non- 
availability of tank cars to independents 
has not been a problem except during the 
war emergency, when most petroleum 
transported to the east coast area was by 
tank car. As will be explained below, 
railroad rates on petroleum and its prod- 
ucts is one of the chief sources of com- 
plaint by independents. The T. N. E. C. 
hearings produced evidence that the rail- 
roads had conspired with the major oil 
companies to increase the rail rates on 
gasoline to markets which the majors 
reached by tanker, and in return the ma- 
jors were to stop using trucks on hauls 
longer than 50 miles in areas served by 
rail. The railroads also agreed to revise 
or deny leases to independent service sta- 
tion operators on railroad property.” 
Officials of the major companies, when 
called on to explain the alleged monopoly, 
characteristically denied its existence in 
their industry. Mr. J. Howard Pew, 
President of the Sun Oil Company, testi- 


‘T_N. E. C., Hearings, 14-A, p. 7723. 

° Ibid., p. 7729. This figure is for seventeen major 
companies. 

” Ibid., p. 7731. This figure is for fifteen major 
companies. 

“See testimony of E. L. Orvis, attorney, Jersey 
City, N.J., T. N. E. C. Hearings, Part 15, pp. 8309- 
8323 and Part 16, pp. 9067-9089. For correspond- 
ence and statement presented by Mr. Orvis. see 
Part 16, pp. 9312-9347. Although this conspiracy. 
has not come before the federa’ anti-trust division, 
the validity of the charges of Mr. Orvis seem to be 
accepted by such persons as Secretary Ickes, acting 
as Petroleum Coordinator. See Hearings on Gaso- 
line and Fuel Oil Shortages, 77th Congress, S. Reso- 
lution 156, Part 2, pp. 448-449. 


fied before the T. N. E. C. as follows: 
“Without taint of monopoly, it (the pe- 
troleum industry) is characteristically an 
American industry.”*? Mr. -William S. 
Farish, late president of the Standard Oil 
Company (New Jersey), summed up his 
statements appraising the industry in 
these words: “In essence, the statements 
mean that there is competition in the pe- 
troleum industry, and that competition in — 
the petroleum industry has been in the 
public interest.’’ 

Obviously, it is not for the heads of ma- 
jor oil companies to decide the issue of 
the existence or non-existence of monop- 
oly in their industry. Nevertheless, the 
statements of Mr. Pew and Mr. Farish 
call for explanation. In view of the pre- 
ponderance of evidence that monopoly 
does exist, why should they so vigorously 
proclaim that theirs is a competitive in- 
dustry? The managers of large business 
corporations in the United States tradi- 
tionally proclaim the existence as well as 
the virtues of competition but, ironically, 
they are generally neither able nor willing 
to behave according to the rules of a com- 
petive economy. A simple principle of 
economics is the somewhat paradoxical 
one that by striving to maximize profits, 
competition reduces profits to a minimum 
or normal rate of return. Effective com- 
petition places the individual business at 
the mercy of impersonal market forces. 
Consequently, the self-interest of a par- 
ticular business enterprise or small group 
of enterprises lies in defeating the forces 
of competition. While the business man 
strives to remove the restraining grip of 
competition, competition is the rationale 
which justifies the institution of private 
ownership and control of the means of 
production, and upon this institution rests 


1° Hearings, 14, p. 7195. 
* Ibid:, Part 17, p. 9659. 
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his position of leadership, income and 
wealth in the community. If this analysis 
is correct, then we would expect Mr. Pew 
and Mr. Farish to behave just as they ap- 
pear to have behaved, i.e., to strive for a 
monopolistic position while verbally 
championing the cause of competition.”* 
The reason business men used to act as 
competitors (if in fact they ever did) and 
no longer behave in this way is to be ex- 
plained by changes in technology and 
market structure, not by any changes that 
have taken place in the weltanschauung of 
the business enterprisers. 

A defense sometimes used for the ma- 
jor companies is that the independents of 
yesterday are the majors of today. This, 
however, seems largely to miss the point 
so far as equality of opportunity is con- 
cerned. What is important is not condi- 
tions which permit some independents to 
become majors, but the guaranteeing of 
equality of competitive opportunity while 
they still remain independents. If inde- 
pendent operation is technologically in- 
ferior, then equal access to low-cost trans- 
portation, even if attainable, would not 
offset the advantages of integration and 
large-scale operation. In this event, we 
should look forward to the demise of in- 
dependents and accept monopoly as un- 
avoidable. But neither the independent 
nor the major companies concede the in- 
evitability of monopoly. 

Another factor which lends some plau- 
sibility to the denial of monopoly by Mr. 
Pew and Mr. Farish is the traditional 
view that the essence of monopoly is re- 


“More recently. Ralph W. Gallagher, successor to 
Farish as president of the Standard Oil Co., in an- 
swer to Vice-President Henry Wallace, has taken up 
the line followed by his predecessor. See statements 
in daily press, September 12, 1943. R. T. Haslam, 
director of Standard Oil (New Jersey) and head of 
Standard’s public relations work, has issued similar 
statements in defense of competition. See National 
Petroleum News, October 13, 1943, pp. 13-14. 
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striction of output and high prices to con- 
sumers. Restriction of output has not 
been an important factor, and insofar as 
it has been practiced, it has contributed to 
a less rapid exploitation of our dwindling 
petroleum reserves. Likewise, prices of 
petroleum products to consumers have 
perhaps not been high enough to discour- 
age sufficiently the consumption of this 
valuable and limited natural resource. 
Monopoly in petroleum has taken the 
form of a struggle for the more or less 
exclusive right to exploit a rich natural 
resource. : 
Spokesmen for the majors find their 
most plausible defense against alleged 
monopoly in the transportation field, 
where the abuses of monopoly power, if 
true, are most damaging to competition. 
The integrated firms contend there is no 
problem of governmental policy to be de- 
cided here because transportation already 
is under the jurisdiction of the Interstate 
Commerce Commission. In answer to 
queries why the Sun Oil Company pipe 
lines never carry any products for inde- 
pendents, Mr. Pew replied: “. . . the In- 
terstate Commerce Commission is already 
in existence and has jurisdiction over the 
rates and activities of these pipe lines, and 
it seems to me that this discussion is very 
academic because, after all, the sole re- 
sponsibility of adjusting this whole ques- 
tion lies at the door of the Interstate Com- 
merce Commission.”** Mr. Farish said 
substantially the same thing: “If he (the 
independent) has a complaint as to rates, 
the remedy is at law. He has his appeal 
to the Interstate Commerce Commis- 
sion.’ However, this defense loses its 
plausibility when the notorious impotency 
of the Interstate Commerce Commission 


*T. N. E. C. Hearings, Part 14, p. 7239. Mr. 
Pew made this same point at least half a dozen 
times. Cf., also pp. 7199, 7200, 7202, 7234, 7253, 

*T. N. E. C. Hearings, Part 17, p. 9711. 
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in pipe line regulation is contemplated. 
We turn now to this problem. 


II. 


Neither the control of transportation 
nor the denial of monopoly is new to the 
petroleum industry. At a time when the 
Standard Oil trust comprised about 90 
per cent of the nation’s refining capacity, 
john D. Rockefeller and his associates de- 
nied the existence of the trust and de- 
clared that the various companies alleged 
to be in the trust were essentially separate 
and largely competitive.’ As the I. C. C. 
said in its report to Congress in 1907, 
railway rebates and pipe line control con- 
tributed more than anything else to the 
monopoly of the Standard Oil Trust.’® 
Professor Allan Nevins has recently re- 
worked with great care the history of the 
Standard Oil Company. Though he is at 
great pains to be fair in evaluating the 
Rockefeller practices, he condemns un- 
qualifiedly the various rebate and pipe line 
policies. Nevins calls them “the cruelest 
and most deadly devices yet conceived. . . 
for the extinction of competition.’”’® He 
says the “crushing and intolerable’ dif- 
ferences in transportation costs “explain 
the rapid surrender of nearly all surviving 
independents” in refining.”° 

Practices in the petroleum industry 
more than those in any other single 
American industry were responsible for 
the anti-monopoly and anti-discrimination 
provisions of the Interstate Commerce 
Act, the Sherman Antitrust Act, the Elk- 
ins Act, and the Hepburn Act. Though 


* Allan Nevins, John D. Rockefeller (New York: 
Scribner’s, 1940), Vol. I, p. 616. 

* Railroad Discriminations and Monopolies in 
Coal and Oil, 59th Congress, 2nd Session, H. Doc. 
No. 606, January 28, 1907, p. 14. 

” Op. cit., I, p. 325. 

” Ibid., I, p. 546. 
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the power to regulate petroleum pipe lines 
was born of a monopoly situation, the ad- 
ministration of this law has done little to 
restore equality of competitive opportuni- 
ty in the oil industry. In the years since 
1906 only four pipe line cases have come 
before the Interstate Commerce Commis- 
sion. In its first pipe line case, decided six 
years after the Hepburn Act became law, 
the I.C.C. declared pipe line companies 
shipping products purchased from pro- 
ducers before shipment should be classed 
as common carriers.”? 


A full ten years elapsed before the sec- 
ond pipe line case came before the Corh- 
mission. In response to protests by inde- 
pendent shippers that rates were too high 
and the minimum tender too great, the 
Commission reduced the minimum tender 
but found nothing unreasonable in the 
rates charged.?” The decision to reduce 
the minimum tender was taken rather 
falteringly. The Commission said it did 
not have sufficient knowledge to pass on 
a reasonable minimum tender and only 
after much equivocation held that tenders 
were unreasonable to the extent that they 
were in excess of 10,000 barrels. Follow- 
ing this decision the defendant, Prairie 
Pipe Line Company, immediately discon- 
tinued service between the points in ques- 
tion and the independents’ oil was never 
carried. No further complaints were 
filed.” 

The period elapsing between the second 
and third pipe line case was even longer 
than between the first and second. In 
1934, twelve years after the second case 
and twenty-two years after the first case, 


" In the Matter of Pipe Lines, 24 1.C.C. 1 (1912). 

™ Brundred Bros. v. Prairie Pipe Line Co., 68 
L.C.C. 458 (1922). , 

* See F. R. Black, “Oil Pipe Line Divorcement by 
Litigation and Legislation,” Cornell Law Quarterly, 
June, 1940. Reprinted in Congressional Record, 
October 8, 1940, pp. 6234-6241. 
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a general investigation of crude oil pipe . 


line rates was instituted by the Commis- 
sion,”* reportedly as a result of pressure 
from other government agencies. In De- 
cember, 1940, six and one-half years after 
the case was opened, a report was issued 
in which the pipe line firms were ordered 
to show cause why they should not reduce 
. their rates to levels which would yield 
them a return of 8 per cent on investment. 
This, however, was merely a preliminary 
ruling. Ten years have now elapsed and 
this crude oil pipe line case has not yet 
been concluded. 

In 1941 the only case involving gaso- 
line pipe line rates came before the Com- 
mission in Petroleum Rail Shippers v 
Alton and Southern Railroad, et al.7> The 
Commission ordered the Great Lakes 
Pipe Line Company and Phillips Pe- 
troleum Company to reduce their rates be- 
low the existing level from origins in Ok- 
lahoma. Even after the reductions were 
made the rates were still greatly in excess 
of cost-plus-ten per cent, the “normal rate 
of return” established by the Commis- 
sion.”® 

Actually, the decision to lower pipe 
line rates did not help the independent 
shippers because whether the rates were 
high or low they were unable to ship by 
pipe line. They knew this and concen- 
trated their energy on a demand for lower 
rail rates on petroleum. The rail rates 
wtre reduced somewhat but remained 
much in excess of the cost-plus-five-and- 
three-fourths per cent return calculation 
of the Commission. For example, from 
Tulsa, Oklahoma to Kansas City, St. 
Louis, Omaha, Chicago, Milwaukee, and 
St. Paul, the rail rates prescribed as rea- 


sonable averaged 31.3 per cent above 
“Reduced Pipe Line Rates and Gathering 
Charges, 243 I.C.C. 115 (1940). 
* 243 I.C.C. 589 (1941). 
* See table on p. 663 of 243 LC.C. 589. 
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cost-plus-five-and-three-fourths per cent 
on property value.” 

This important case comes to this: (1) 
If the independents had been able to ship 
by pipe line, they would have contributed 
to the excess earnings of organizations 
which, at another stage of the industry, 
were their competitors. Since the actual 
cost of operation represents the effective 
rate to the integrated companies, nominal 
rates greatly in excess of costs are no 
handicap to them. Thus the economic 
effect on competition is the same as a re- 
bate. (2) Actually, there are almost no 
instances either before or after the deci- 
sion in which independents shipped by 
pipe line. Generally speaking, the only 
transportation available to independent 
shippers has been motor and rail. Cost 
by tank truck is relatively very high ex- 
cept for short distances, and rail rates on 
gasoline have been maintained far above 
the cost-plus-return level. This analysis 
indicates clearly that the I.C.C. has done 
little to alleviate an untenable situation. 

Working on the theory that money paid 
by pipe line subsidiaries to their parent 
companies constituted a rebate within the 
meaning of the Interstate Commerce and 
Elkins Acts, the Justice Department insti- 
tuted on September 30, 1940, in the 
United States district courts, three test 
cases against the major oil companies.”* 
For reasons unexplained in the public rec- 
ord, these three test cases were dismissed 
from the courts; and on December 23, 
1941, the Justice Department filed suit 
against 20 major oil companies and 59 
affiliated pipe line firms. Under the triple 
penalty provision of the Elkins Act, the 


* This figure is based on data given by the Com- 
mission on pp. 615, 617 and 644 of the Commis- 
sion’s report. 

*The three defendants named were the Standard 
Oil Company (Indiana), The Great Lakes Pipe Line 
Company, and the Phillips Petroleum ‘Company. 
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amount of the penalty was estimated to be 
at least $1,500,000,000.7® On the same 
day the complaint was filed, a consent de- 
cree was entered.*® According to this final 
judgment, dividends paid by pipe line 
companies to parent companies were lim- 
ited to 7 per cent of the latest Interstate 
Commerce Commission valuation of pipe 
line property. Earnings in excess of 7 per 
cent were to be credited to a special sur- 
plus account, and the increment in value 
corresponding to the surplus was not to be 
added to the valuation on which the 7 per 
cent was based. It should be noted that 
this was purely a dividend limitation and 
bore no relation to the actual profits, tar- 
iffs, or the valuation on which the tariffs 
were to be based. The effect of this de- 
cree was to waive the $1,500,000,000 pen- 
alty and to do virtually nothing to elimi- 
nate the violations enumerated in the 
complaint. 

This settlement by consent decree was 
reached at a time when the submarine 
menace to ocean tankers had reduced the 
chief source of east coast supply of crude 
oil to a trickle, and rail and pipe line fa- 
cilities were being taxed to the limit. The 
problem was to get petroleum to the east 
coast at any price. Consequently, the ma- 
jor oil companies (which supply this area 
almost exclusively) were in a favorable 
bargaining position because they could 
contend that expansion of their overland 
facilities could not be undertaken if they 
were threatened by a billion-and-a-half- 
dollar contingent liability. Meanwhile, 
this investigation and those of the Inter- 
state Commerce Commission have been 
either dropped or postponed for the dura- 
tion. 


* Cf., Congressional Record, April 23, 1942. 

* Complaint and Decree—United States v. the 
Atlantic Refining Co., et al, District Court of U. S. 
for the District of Columbia, Civil Action No. 
14060, December 23, 1941. 
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This is the present state of federal at- 
tempts at regulation of interstate petrol- 
eum pipe lines. Since the I.C.C. was given 
jurisdiction in 1906, only fotir cases have 
come before it and in every case the Com- 
mission has demonstrated an ineptitude 
for dealing with the monopoly-competi- 
tion problem. Therefore, the contention 
that there is no need for any positive ac- 
tion in the petroleum transportation field 
is not valid. It may, however, be con- 
tended that the problem will have to be 
worked out after the war. The following 
section will show that the revolutionary 
changes now taking place in pipe line 
transportation create a new problem the 
solution of which cannot wait until after 
the war if we are to forestall greatly in- 
creased concentration of economic power 
in the hands of the major oil companies. 


III 


The chief remedies suggested for the , 
pipe line monopoly problem have been; 
(a) vigorous enforcement of the Sherman 
antitrust law and of the rebate and anti- 
discrimination provisions of the Inter- 
state Commerce, the Elkins and the Hep- 
burn acts; (b) divorcement of pipe line 
firms from companies producing, refining 
and marketing petroleum and its prod- 
ucts. The first of these calls for more ini- 
tiative than the I.C.C. has shown to date 
in administering its authority over pipe 
lines. Assuming the Commission were 
willing to exercise its full authority to 
try to convert pipe lines to a genuine com- 
mon carrier status, there are a number of 
steps which could be taken: (1) the best 
engineering intelligence could be employ- 
ed by the Commission to ascertain rea- 
sonable minimum tenders. (2) Storage 
facilities for independent shippers could 
be required at both the shipping and the 
receiving ends of the lines. (3) Terminals 
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could be required at points reasonably 
convenient for independent shippers. (4) 
The alleged custom of forcing, by eco- 
nomic pressures, the independent producer 
of crude oil-to sell in the field at prices 
largely determined by the pipe line com- 
panies—or by their parent companies— 
could be more thoroughly investigated 
and controlled. (5) Pipe line rates and 
rail rates on petroleum could be reduced 
to equitable levels such that traffic shipped 
by independents would not return an ex- 
orbitant rate of profit to the major com- 
’ panies, and those independents forced to 
ship by rail because of location would not 
be forced to pay rates based on “what the 
traffic will bear.”” These and other steps 
necessary to give meaningful content to 
the common carrier concept could be 
taken by the Commission within the 
framework of its existing powers. 

The divorcement of pipe line firms 
from their parent companies rests ‘on the 
principle that transportation should be 
separated from production. The chief 
argument against divorcement rests on 
the contention that pipe lines are a part of 
the plant facilities of the integrated com- 
panies and therefore can not be separated 
economically from other branches of the 
industry. Undoubtedly, there is validity 
in this contention that divorcement is not 
practicable in many instances and that a 
wholesale attempt at divorcement might 
disrupt the efficiency of operation of the 
integrated firms. Until the present war 
emergency nearly all pipe lines have been 
built by firms engaged in other branches 
of the industry and if these firms had not 
built the lines they would probably not 
have been built at all. It seems unneces- 
sary to disintegrate the major oil com- 
panies just to make pipe line transporta- 
tion available to non-integrated com- 
panies. Even if divorcement were accom- 


plished through application of the com- 
modities clause, there is no assurance— 
from experience with this doctrine applied 
to railroads in the anthracite coal indus- 
try—that the desired results would be ac- 
complished. The possibility and even 
probability of continuing spheres of influ- 
ence can hardly be prevented even by the 
most skillfully-drawn legislation. Our 
legislation has not reached the point of 
denying an individual the right to own 
shares of stock in one company just be- 
cause he owns stock or participates in the 
management of another corporation. If 
there were such a law, it would be almost 
impossible to enforce and would involve 
direct interference with personal property 
and with civil liberties. In other words, 
to: be effective such regulation of private 
enterprise as would be needed to force an 
integrated firm to act without prejudice 
as the common carrier of its non-inte- 
grated competitors tends to defeat the lib- 
eral policies it is intended to champion. 

A. new point of departure is therefore 
suggested, not necessarily to the mutual 
exclusion of anti-trust enforcement or 
divorcement, but as a policy which, 
with minimum legislative and property 
changes, offers greater opportunity of 
breaking the transportation: monopoly in 
petroleum. Our suggestion is that the 
federal government continue to own and 
operate the so-called Big Inch lines which 
have been built during the war emergen- 
cy. Several strategic considerations sup- 
port this suggestion. 

In view of the great carrying capacity 
of the 24-inch crude oil line and the 20- 
inch products line from Texas to the New 
York area, a policy which would permit 
these lines to operate as genuine carriers 
would in itself relieve the transportation 
handicap of the independent shippers. 
Perhaps of even greater significance, these 
lines could serve as a yardstick for meas- 
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uring the performance of the privately- 
owned lines, especially in relation to judg- 
ing what is economically and technologi- 
cally feasible in the rendering of pipe line 
services to a large number of small ship- 
pers. 

A fundamental principle which should 
underlie the post-war disposition of gov- 
ernment war plants is the lessening of the 
concentration of private economic power. 
If the Big Inch lines are permitted to 
gravitate into private hands, they will al- 
most certainly become instruments of 
greater concentration. This is indicated 
by the arrangement under which the pipe 
lines are being operated at present. Title 
to the $95,000,000, 24-inch crude oil line 
resides with the Defense Plant Corpora- 
tion, a subsidiary of the Reconstruction 
Finance Corporation. These facilities have 
been leased to the Defense Supplies Cor- 
poration, another R. F. C. Subsidiary. 
The Defense Supplies Corporation does 
not operate the line directly but has it op- 
erated by the War Emergency Pipelines, 
Inc., which transports and delivers crude 
oil and heating oil. While it is in the 
pipes, the petroleum is the property of the 
United States government. 

War Emergency Pipelines, Inc., which 
acts as agent for the Defense Supplies 
Corporation, is not a government organi- 
zation but a non-profit private corpora- 
tion, stock in which is owned by eleven of 
the major oil companies.*! A preliminary 


= These eleven companies are Standard Oil Com- 
pany (New Jersey), Shell Oil Company, Socony- 
Vacuum Oil Company, Atlantic Refining Company, 
Cities Service Company, Sun Oil Company, the 
Texas Corporation, Consolidated Oil Corporation 
(Sinclair), Gulf Oil Corporation, Pan American Pe- 
troleum and Transport Company (Standard Oil of 
Indiana), and Tidewater Associated Oil Company. 
The assets of these eleven companies at net de- 
preciated value comprised about 53 per cent of the 
assets of the entire American petroleum industry at 
the beginning of 1939. W. Alton Jones, President 
of War Emergency Pipelines, is also president of 
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survey indicates that all the sales and all 
the purchases of crude oil are made by 
these eleven major companies either di- 
rectly or through subsidiaries and affii- 
ates. Terms of the contracts under which 
Emergency. Pipelines, Inc., operates the 
24- and 20-inch lines are not public infor- 
mation.** While presumably these com- 
panies have no first option to purchase the 
facilities after the war emergency, un- 
doubtedly the major oil companies desire 
to gain control after the war. There is a 
provision in the Cole Pipe Line Act 
which states that the government must 
dispose of all pipe lines authorized under 
the Cole Act within one year after the end 
of the unlimited national emergency 
which began by presidential declaration 
on May 27, 1941.9 The proposal sug- 
gested in this paper would require a 
change in this provision of the law. 

The desire to have private interests 
take over the big inch lines is supported 
by the head of the R. F. C., Jesse Jones. 
He has specifically cited the Big Inch pipe 


Cities Service Company. The directors of War 
Emergency Pipelines are..J. Howard Pew, President 
of Sun Oil Company; Robert Colley, President of 
Atlantic Refining Company; Ralph W. Gallagher, 
President of Standard Oil (New Jersey) ; and Rob- 
ert E. Wilson, President of Pan American Petroleum 
and Transport Company (Standard Oil of Indiana). 
For some interesting insights into the early history 
of the 24-inch line, see Special Committee to Investi- 
gate Gasoline and Fuel Oil Shortages, Hearings, 
United States Senate, 77th Cong. Ist Ses. S. Res. 
156, Part II, pp. 542 ff. Some of the independents 
bitterly opposed the 24-inch line because they felt it 
would give additional advantages to the major oil 
companies. [bid., 551. 

*2 Letter from Defense Supplies Corporation. 

*U. S. Statutes at Large, Vol. 55, Part I, Public 
Laws, p. 610. Section 9 of the Law reads, in part: 
“,, . and in no case shall any pipe line constructed, 
extended or completed under authority of section 4 
be operated or maintained by any department or 
agency of the government after the expiration of 
one year after the termination of the unlimited 
national emergency proclaimed in the proclamation 
issued by the President of the United States on 
May 27, 1941.” 
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lines as government. facilities which 
should be turned over to private owner- 
ship after the war.** However, disposing 
of these facilities to private interests 
means turning them over to the major 
companies because no other interested 
group has sufficient capital to purchase 
them. If our analysis of the situation is 
correct, this is not a desirable social policy 
because it will increase the weapons of 
concentration in the hands of the major 
companies and hasten the final disappear- 
ance of the independents, who up to this 
time have been preserved largely by the 
discovery of new oil fields and the expan- 
sion of the industry. The nation’s pe- 
troleum resources have been so fully ex- 
plored that discovery of important new 
regions or even fields of great importance 
can hardly be expected,* and in the ab- 
sence of positive action to assure equality 
of opportunity the independent is likely to 
disappear almost completely. 

The revolutionary significance of the 
Big Inch lines arises because they prom- 
ise to be less costly than ocean tankers in 
carrying crude oil and petroleum products 
from the great Texas fields to the great 
consumers’ markets of the east coast. This 
would have seemed incredible a few years 
ago. In the 1942 National Resources 
Planning Board report on ‘“Transporta- 
tion and National Policy,” G. Lloyd Wil- 
son asserted: “. . . tankers and barges op- 
erate at much lower costs than pipe lines, 
and it is doubtful whether the large vol- 
ume of traffic to the Atlantic seaboard will 
ever move other than by water except in a 
war emergency” (p. 469). Prewar domi- 
nance of tankers in long-distance trans- 


*Cf., Washington Evening Star, July 22, 1943. 

*V. C. Finch and G. T. Trewartha, Elements of 
Geography, Physical and Cultural (New York: 
McGraw-Hill, 1942), p. 571. See also House Naval 
Affairs Committee, Interim Report on the Petroleum 
Situation, October 5, 1943, p. 1058. 


portation is indicated by the fact that be- 
fore the war emergency about 95 per cent 
of the volume of petroleum deliveries to 
District No. 1 (the east coast states) was 
by ocean tanker and scarcely more than 
2.5 per cent by pipe line. The remaining 
quantities were transported by barge. No 
gasoline or crude oil moved to the east 
coast by tank car. Assuming that the 
postwar demand for petroleum products 
remains about the same as the prewar de- 
mand, the 24-inch line, with a capacity of 
300,000 barrels a day, can furnish about 
20 per cent of the total District 1 demand, 
and the 20-inch line, with a capacity of 
235,000 barrels daily, can supply an ad- 
ditional 15 per cent. 

Estimates of the comparative costs by 
tanker and by the Big Inch pipe lines vary 
considerably. A reasonable estimate for 
prewar average unit cost by efficient tank- 
er for the 2500-mile trip from the Texas 
Gulf Coast to North Atlantic ports would 
seem to be about 16 cents per barrel. 
Some tanker costs were lower but most 
of them were higher. The Petroleum Ad- 
ministration for War has estimated that 
cost. by the 24-inch crude oil line is 13.5 
cents without amortization. Amortization 
on a 50-year basis would bring the total 
unit cost to about 15.25 cents for the 
1341-mile line from Longview, Texas, to 
Linden, New Jersey.*® One writer places 
the cost by the most efficient tanker in 
peace time at 16 cents and the average 
tanker cost at 22 cents as compared with 
a pipe line cost of 13 cents.*” This esti- 
mate is based on 5 per cent depreciation 


of the pipe line and a 100 per cent load ' 


factor. With a 90 per cent load factor the 
cost per barrel rises to 15 cents. Engi- 
neers who constructed the line say it will 


* Naval Affairs Committee, op. cit., p. 1074. 

* Paul Reed, “Pipe Line Will Compete with Ocean 
Tankers,” Oil and Gas Journal, January 7, 1943, 
p. 58. 
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last 100 years. If depreciated on this 
longer period, the estimated average cost 
per barrel with 100 per cent load factor 
falls to 9.6 cents for the 1341-mile haul. 
Since there is probably not enough oil in 
Texas to supply the line at capacity for 
100 years, the 20-year depreciation pe- 
riod seems to be a more reasonable basis 
for cost calculations.** 

A third estimate places the cost for the 
24-inch line at 16.2 cents per barrel dur- 
ing the war period and at 12 cents after 
the war. This same source estimates the 
wartime costs of the 20-inch products line 
at 23.5 cents and the postwar costs at 18 
cents.*® The differential between war and 
postwar costs is accounted for by a differ- 
ence in power costs. Though the above 
estimates vary in detail, the general con- 
clusion is the same in each case: namely, 
the costs by 24- and 20-inch pipe lines 
will compare favorably with cost by 
oceangoing tankers after the war.*® Al- 
though no accurate data on costs of new 
high-speed tankers are available, it seems 
possible that pipe line costs may be lower 
than tanker costs. 

Let us assume for the moment that af- 
ter the war the full average unit cost by 
pipe line is greater than the full average 
unit cost by the more efficient tankers and 
that we are confronted with the alterna- 


* During the emergency the lines are being amor- 
tized on a five-year basis. This raises the accounting 
cost to 31 cents (13.5 cents operating, plus 17.5 
amortization cost, according to P.A.W. figures), but 
this high amortization rate opens the way to a 
greatly reduced amortization charge for the postwar 
period. At least one of the trade journals has sug- 
gested that this high rate of depreciation would 
permit the government to sell the pipe line to pri- 
vate interests at a low price. Cf., Paul Reed, loc. 
cit. 

* National Petroleum News, July 28, 1943, p. 36. 

“For additional cost estimates and an excellent 
“analysis of pipe line costs, see Edgar G. Hill, “Engi- 
neering Economics of Long Petroleum Pipe Lines,” 
Petroleum Technology, January, 1943, pp. 1-13, 
esp. p. 9. 


tives of using the pipe line or building 
more tankers. Under these conditions the 
pipe line should be used if its, incremental 
(marginal) cost is not greater than the 
full average cost of building and operating 
additional tankers.** Omitting deprecia- 
tion entirely, the unit cost by pipe line 
based on the second cost estimate given 
above is reduced to 8.7 cents per barrel 
on traffic from Texas to New Jersey. This 
figure is below any likely full average unit 
cost by tanker. If in addition we make 
the likely assumption that the cost of 
gathering crude oil into the 24-inch trunk 
line is less than the cost of delivering oil 
to shipside on the Gulf Coast, the ad- 
vantage is in favor of the pipe line. 


An additional possibility is that the end 
of the war will find us with an excess 
number of tankers on hand.* In this 
event the relevant cost comparison would 
be between the incremental cost by pipe 
line and the incremental cost by tanker. 
However, the physical mobility of the 
tankers makes it possible for the surplus 
ones to shift into other uses or to routes 
other than that from the Gulf Coast to the 
Atlantic Seaboard. Since our domestic 
reserves are dwindling rapidly, the sur- 
plus of tankers might well be used to haul 
oil to North Atlantic ports from foreign 
countries rather than from the Gulf Coast. 
The pipe line is a very specific asset (in 


“Some economists would contend that the incre- 
mental cost by pipe line is the relevant considera- 
tion in any event, and that the rate charged should 
be equal to this cost. Cf., Harold Hotelling, “The 
General Welfare in Relation to Problems of Taxa- 
tion and of Railway and Utility Rates,” Econo- 
metrica, July, 1938. Cf., also A. P. Lerner, “Statics 
and Dynamics in Socialist Economics,” Economic 
Journal, June, 1937, pp. 253-270; and R. H. Mont- 
gomery, “Government Ownership and Operation of 
Railroads,” Annals of the American Academy of Po- 
litical and Social Science, January, 1939, pp. 137- 
145, 

“Tankers have been coming off the ways at the 
rate of about one a day. 
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the Hayekian sense) and cannot be put to 
other uses easily, though the possibility 
that it may be used for transporting nat- 
ural gas should not be overlooked.** 
However, the economies of the Big 
Inch lines will be much greater to points 
inland from the Atlantic coast than at the 
coast, and it is in this connection that the 
strongest argument in favor of keeping 
the Big Inch lines out of the monopolistic 
control of the major oil companies arises. 
Consider first the case of the crude line. 
This is now a trunk line operating be- 
tween the largest producing field of the 
nation, east Texas (where there is still a 
fairly large number of independent pro- 
ducers), and the great refining center in 
New Jersey and eastern Pennsylvania. 
All the refineries at the destination of the 
line belong to the major companies. Be- 
fore the war much of the gasoline refined 
in New Jersey and eastern Pennsylvania 
was shipped by pipe line into western 
Pennsylvania and eastern Ohio; and Sun 
Oil piped gasoline as far west as Indiana. 
Let us take the case of gasoline received in 
a community in eastern Ohio. The crude 
oil was shipped by tanker 2500 miles to 
New Jersey from the Texas coast, per- 
haps after being shipped a hundred miles 


“The possibility that the Big Inch line may be 
used for transporting natural gas from Texas to 
the northeastern United States is very real. Senator 
Lee O’Daniel of Texas stated in a senatorial hearing 
that the eleven major oil companies which originally 
sought permission to build the 24-inch crude oil line 
were merely reviving a still earlier plan to construct 
a 1500-mile, 24-inch, $80,000,000 natural gas line 
from Texas to New York. To this he objected be- 
cause he felt a natural gas line would drain Texas 
ot much of its natural gas, thus retarding the in- 
dustrialization of Texas and promoting the concen- 
tration of industry in the northeastern section of 
the nation. Mr. Pew of Sun Oil Co., one of the 
directors of the War Emergency Pipelines, is re- 
ported to be interested in the 24-inch line for trans- 
porting natural gas to Philadelphia and vicinity 
after the war. See Special Committee to Investigate 
Gasoline and Fuel Oil Shortages, Part II, pp. 542 ff. 


from inland fields. The crude oil was re- 
fined into gasoline in New Jersey and the 
gasoline then transported 350 miles by 
pipe line from New Jersey to the consum- 
ing community in Ohio. The product has 
traveled a total of nearly 3,000 miles to 
reach its destination, whereas by the Big 
Inch line it would have to travel only 
about 1,000 miles, only one-third the dis- 
tance. Even granting that the 3,000-mile 
haul was economical before the war when 
tanker costs were much less than pipe line 
costs, it would be extremely uneconomical 
to continue this roundabout routing. 
There should be a shift away from the 
East Coast concentration of refining 
westward along the crude oil pipe line. 
The areas west of Pittsburgh clearly 
should be served by refineries located 
along the Big Inch crude oil line rather 
than by refineries located on the Atlantic 
seaboard. 

While this more economical location of 
refineries might take place under the aegis 
of the major companies, there is at least 
one main factor which would tend to pre- 
vent it. The majors have very heavy, 
fixed investments in their east coast re- 
fineries and would tend. to resist the west- 
ward migration. On the other hand, as a 
genuine common carrier running through 
relatively populous areas, the 24-inch line 
would offer numerous opportunities for 
new investment in refineries which could 
deliver gasoline to adjacent consuming 
markets more cheaply than it can be de- 
livered into the interior regions from the 
Atlantic seaboard refineries.** If the line 
is government-owned and operated, inde- 


“ John E. Shatford, coordinator of refining under 
the NRA, has suggested a similar result would fol- 
low if pipe lines were made common carriers in, 
fact. He presented to the T.N.E.C. an analysis 
accompanied by a map showing typical refinery loca- 
tions. His data are based on pre-“Big Inch” lines. 
Cf., T.N.E.C. Hearings, Part 15, pp. 8545 ff. 





pend 
oppo: 
becor 
there 
pend 
Th 
a ge 
whicl 
or eV 
scale 
indep 
conte 
less € 
this | 
be ak 
majo 
Re 
nolog 
war % 
ward 
plant 
ample 
the fe 
gency 
000, | 
plant. 
prosp 
pende 
would 
major 
ing pl 
large 
during 
In 
claime 
nologi 


“For 
had a 3 
$2,500,0 
thetic r 
at highe 
tion. In 
that it 
oughly 
5,000 b: 
optimun 
pp. 8351 


lis- 
1ile 
nen 
‘ine 
ical 
ng. 
the 
ing 
ine. 
rly 
ited 
her 
ntic 


1 of 
egis 
east 
pre- 
AVY, 
re- 
rest- 
as a 
ugh 
line 
for 
ould 
ning 
- de- 
. the 
line 
nde- 


under 
1 fol- 
rs in, 
alysis 
loca- 
lines. 


MONOPOLY COMPETITIOY IN PETROLEUM INDUSTRY 121 


pendent refiners would have at least an 
opportunity to invest, whereas if the line 
becomes “plant facilities” of the majors 
there will be no such opportunity for inde- 
pendent capital. 

There is nothing in the proposal for 
a government-owned common carrier 
which of itself guarantees prosperity to, 
or even the continued existence of, small- 
scale independent refineries. However, 
independent refiners almost universally 
contend that small-scale refining is not 
less efficient than large-scale refining. If 
this be the case, the independents should 
be able to meet the competition of the 
majors. 

Refinery technology, like pipe line tech- 
nology, has progressed rapidly during the 
war and the general trend has been to- 
ward an increase in capacity and cost of 
plant of the most efficient size. For ex- 
ample, fifty high octane plants built by 
the federal government during the emer- 
gency are reported to have cost $500,000,- 
000, or an average of $10,000,000 per 
plant. Such figures do not brighten the 
prospects for small business though an in- 
pendent with a $10,000,000 investment 
would be “small” in comparison with the 
major companies. To be efficient, refin- 
ing plants probably do not have to be as 
large as those built by the government 
during the emergency. 

In any event, the independents who 
claimed their smaller plants were tech- 
nologically no less efficient than the larger 


“For example, in Houston an independent who 
had a modern refinery costing $1,500,000 added a 
$2,500,000 high octane unit and a $2,000,000 syn- 
thetic rubber raw material plant and is operating 
at higher efficiency for the Defense Supplies Corpora- 
tion. In 1939 representatives of the majors testified 
that it would cost $2,000,000 to construct a thor- 
oughly modern refinery with a daily capacity of 
5,000 barrels, the minimum size which approaches 
optimum efficiency. Cf., T.N.E.C. Hearings, Part 15, 
pp. 8351, 8661; Part 17, pp. 9707-9708. 


refineries of the major companies would 
have an opportunity to prove their con- 
tention under the proposed program. This 
applies to those refineries already located 
in the oil-producing regions which would 
use the gasoline lines as well as to the 
new independent refineries which would 
have an opportunity to set up plants along 
the new crude pipe line route. The inde- 
pendent refineries located within reach of 
the 20-inch products line would be able to 
reach more distant markets immediately 
and at low cost while branch lines could 
be extended to connect new areas not now 
served by the products line. The inde- 
pendent producers of crude oil who are 
now forced to sell at their wells at prices 
largely determined by the majors would 
be spared forced sales at depressed prices. 
In the east Texas field where the Big Inch 
line originates, independent production 
still comprises a significant proportion of 
the total output. 


The inability of the two Big Inch pipe 
lines to carry all the traffic offered to them 
raises the question of proper rate policy 
by this common carrier system. For ex- 
ample, if the pipe line rate based on cost 
is less that the cost by tanker, the inte- 
grated companies would gain through 
using the government-owned common 
carrier. At this rate more petroleum 
would be offered than could be handled. 
In these circumstances, use of the lines 
could be rationed among the various ship- 
pers, the rate could be raised to equality 
with efficient tanker cost, or more pipe 
lines could be built either by government 
or by private capital. Since petroleum re- 
serves are present in limited quantities 
and the investment in additional pipe lines 
is great and also since the plant has very 
few alternative uses, it may be undesir- 
able to build more lines. A satisfactory 
basis for rationing shipments would be 
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difficult to establish, although Congress 
might, as a matter of national policy de- 
signed to preserve small business, guar- 
antee a minimum purchase and set quotas 
for the remainder. Probably the policy 
most consistent with maximum social ad- 
vantage, especially in use of the products 
line, is to give priority in purchase to in- 
land points like Cincinnati, Wheeling, etc. 
at rates higher than the through rates to 
the Atlantic seaboard. The higher inland 
rates would be fixed to equate the supply 
to the demand at points where no low- 
cost alternative form of transportation is 
available. Only the surplus above inland 
requirements would be shipped to the East 
Coast, where the pipe line rates would be 
equal to the tanker rates. If no surplus 
were available for through shipment, the 
eastern section of the products line might 
be- used to transport gasoline from the 
seaboard refineries west into Pennsyl- 
vania and adjacent areas. This westward 
cutback would be much shorter than in 
the prewar period, and would be justified 
only in the event of a decision to construct 
no additional pipelines of large diameter. 
The simplest policy would be to fix 
through rates equal to efficient tanker 
costs and to set inland rates in proportion 
to the through rates, raising and lowering 
the rate structure to assure that the 
amounts offered would be neither more 
nor less than the full capacity of the lines. 


However, the particular rate level and 
rate policy are matters of lesser impor- 
tance than the availability of facilities on 
a common carrier basis. A difference in 
transportation costs of from five to ten 
cents per barrel amounts to only one- 
eighth to one-fourth cent per gallon and 
is not a large factor, whereas the differ- 
ence between the prewar tanker cost of 17 
cents and the present substantially re- 


duced rail rate of $1.65 to $1.86 per bar- 
rel is prohibitive. 

On the administrative and legal side, 
the proposal for government-owned com- 
mon carriers stands up well. The pipe 
lines have been built with government 
capital and our suggestion involves mere- 
ly a continuation of government owner- 
ship. The difficult problem of determin- 
ing a fair valuation is avoided under this 
plan. An objection frequently raised 
against government ownership and opera- 
tion of industries is that business enter- 
prise is too complicated for government to 
handle efficiently and well. Putting to one 
side the merits of this argument in gen- 
eral it has little force in this particular 
case because owning and operating a pe- 
troleum pipe line is a relatively simple 
matter from an administrative point of 
view. The chief tasks are maintaining 
the line, operating pumping stations, and 
keeping close record of the receipts and 
discharges of products. The power of the 
federal government to provide for na- 
tional defense would seem to be a suf- 
ficient constitutional basis for government 
ownership and operation of these stra- 
tegic pipe lines. 

The abuses of monopoly-dominated 
petroleum transportation are indelibly 
printed on the record of American eco- 
nomic development, and an important 
part of the American tradition is the fight 
against the tyranny of monopoly power. 
Government regulation of privately own- 
ed petroleum pipe lines has failed miser- 
ably. More direct means of assuring equal 
competitive opportunity are needed. A 
program designed to permit men of inde- 
pendent capital to find economic oppor- 
tunity through access to natural resources 
is certainly in the tradition of Jeffersonian 
democracy. 
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Some Aspects of Administrative Pricing as Related 
to Land Economics Research 


By VIRGIL L. HURLBURT* 


| labaae the range of substitutability 
as laid down by soil and climate, 
favorable price for the product largely de- 
termines the choice of agricultural enter- 
prise. The major product marketed from 
an area is that which producers judge or 
have had reason to believe will give the 
greatest net return over a period of years. 
The response to price may be slow and 
delayed by fear of fluctuations from year 
to year but it is none-the-less real. Al- 
though producer habits and customs may 
delay shift from one commodity to an- 
other,- the incentive for gain is usually 
able to overcome inertia. 

Undoubtedly, acreage in soybeans, pea- 
nuts and hemp has increased since 1940 
partly because of the appeals made by war 
food agencies. However, the greater part 
of the increased production resulted from 
the favorable, guaranteed price as well as 
from the prospects of profits on these 
crops as compared with probable gain on 
alternatives. Likewise, the phenomenal 
increase in hog production resulted from 
favorable prices and the relationship. of 
those prices to prices of grains and of 


* Bureau of Agricultural Economics, Northeast 
Regional Office. The author acknowledges the con- 
tributions of Arthur Dewey, formerly a staff mem- 
ber of the Bureau of Agricultural Economics at 
Upper Darby, now serving with the United States 
Maritime Service. The many hours of discussior 
with him were of immeasurable value in the de- 
velopment of this article. Appreciation is also ex- 
pressed to R. R. Renne, V. Webster Johnson, and 
especially to L. A. Salter, Jr. and Alan MacLeod for 
helpful comments on the preliminary manuscript. 
Responsibility for the presentation rests with the 
author and represents only his opinion. 


other livestock. Increase in potato acre- 
age in Aroostook County, Maine, in the 
face of numerous production obstacles, 
was directly associated with price policy. 

These are but instances of the obvious 
relationship between commodity price and 
type of farm land use. One can only guess 
what increases might have been made in 
other products had farm prices been as 
favorable and had supplies of labor, fer- 
tilizer, machinery, and equipment been 
easily and cheaply available. But a guess 
now is futile; the need for the develop- 
ment of scientific methods that can be 
used to make reliable estimates and fore- 
casts is self-demonstrated. The challenge 
of the situation as a whole is that, not 
only in the remaining war years but also 
in the post-war era, public, policy will be 
concerned with the kinds and the amounts 
of agricultural production and with its 
geographical distribution. From a re- 
search point of view, the challenge pre- 
sents itself for the systematic study of the 
relationships between the structure of 
farm prices and the distribution of agri- 
cultural production for the purpose of so 
arranging prices as to direct and guide 
agricultural production. 

The following discussion deals with a 
single phase of the problem. Although 
there is also need for further careful 
analyses of the impacts of prices of farm 
products on land utilization, this presen- 
tation is limited to consideration of se- 
lected instances of administrative pricing. 
As used herein, the term “administrative 
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pricing” involves organized governmental 
action in the determination of the price of 
a commodity. This action may result 
from specific legislation or from general 
legislation that establishes only the frame- 
work within which the governmental 
agency operates. Both state and federal 
activities are included. The purpose is to 
examine the significance of administrative 
pricing, to indicate some of the possibili- 
ties of its further use, and to demonstrate 
the necessity for study of administrative 
pricing as a strategic factor, the applica- 
tion of which may influence the use and 
the control of land. 

The determination of prices through 
administrative procedures as a part of the 
war effort now extends to most agricul- 
tural products. No major type of essen- 
tials is excluded. If the prices so deter- 
mined result in the encouragement of the 
necessary production and in checking in- 
flation, the wartime purpose may be as- 
sumed accomplished. The same objec- 
tives may not be sufficient in peacetime. 
It is not too early to develop price policy 
for the postwar years. The significance of 
pricing procedures, as well as of price it- 
self, in affecting land utilization cannot be 
ignored if adequate land policy and price 
policy are to evolve. 

Wartime pricing is full of complex is- 
sues. Concentration on victory, with the 
necessity of paying more attention to re- 
sults than to costs (and the time factor), 
prevents the adaptation and adoption of 
new procedures during war. The frame- 
work of the existing system is used be- 
cause it is expedient and because any sig- 
nificant changes would encounter con- 
certed opposition from producers and 
from marketing organizations. A realistic 
attack on problems of postwar adjustment 
includes an examination of the pricing 
system, of both the wartime and the pre- 


war characteristics. The differences be- 
tween the two are not so great as may 
appear at first glance. Administrative 
pricing was much in evidence during the 
past decade. Its use was merely broad- 
ened to meet the exigencies of a nation 
at war. Because of the complexity of is- 
sues in wartime pricing this discussion 
deals mainly with prewar cases and the 
possibility of postwar application. 

Numerous analyses have been made of 
various phases of price policy, of producer 
response to price changes, and of the elas- 
ticity of demand for various farm prod- 
ucts. The reporting of prices and the 
construction of indices are man-month 
absorbing activities in state and federal 
agencies. Likewise, agricultural econom- 
ics literature is replete with articles on 
marketing, covering most functional and 
organizational aspects. But in_ these 
studies as a whole, only occasional side 
glances have been cast at relationships be- 
tween marketing and land utilization, or 
at the impacts of pricing on land utiliza- 
tion. Possibly the explanation is that 
ptice per se has been too much regarded 
as an end, instead of as a means to an 
end.? 

By and large, the land economist has 
left the analysis of prices and pricing to 
other specialists. Even in discussions of 
institutional factors in land utilization, 


“pee T. W. Schultz, Redirecting Farm Policy 


(New York: The MacMillan Company, 1943), p. 7. 
“It is indeed significant that the elements of a price 
policy have received little or no consideration in 
the discussions of farm policy. The emphasis has 
fallen on the specific programs—the crop control 
features of AAA; the granary loans of CCC; the 
low-income help of FSA; the food stamp plan, 
school lunches, and other disposal schemes of what 
was AMA; the erosion control and soil practices of 
SCS; etc—and not on the function of prices. The 
same thing has happened in other fields. It appears 
to be true of the whole price policy of government; 
OPA and the legislation under which it operates 
also view prices or a kind of price change as goals, 
not as economic directives.” 
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ASPECTS OF ADMINISTRATIVE PRICING 


the significance of neither marketing nor 
pricing processes has received special at- 
tention. Rent theory assumes product 
prices as given. The writer is aware of no 
study that explores the possibilities of ad- 
ministrative procedure through which 
probable returns from one of a set of com- 
peting uses might be made favorable 
enough to provide the basis for a new 
land use pattern. For example, what farm 
land uses can replace cotton, wheat or to- 
bacco farming where these are a one- 
crop system? How can milk be priced to 
affect the distribution of its production? 
Rent theory, used as a tool, might pro- 
vide part of the answers if the possibilities 
through administrative pricing are also 
explored. This type of analysis would be 
especially helpful in the development of 
programs of land-use adjustment. 

Fluid milk is an outstanding example of 
the administrative determination of price 
of an agricultural product. “There is now 
no market of any size in. New England in 
which both the producer and resale prices 
are not administratively determined.’ 
Orders are slowly being put into effect in 
all major cities ; every few weeks the press 
carries an announcement of an order or a 
change in the order for cities from coast 
to coast. Although many institutionalized 
forces are at work in the determination of 
price, federal market orders and the regu- 
lations by state milk control agencies set 
the general economic framework for the 
exchange of milk between producers and 
dealers, and between dealers and consum- 
ers. It is known that this qualitative 
framework influences the combination of 
farm enterprises and causes shifts in the 
distribution of production, but in what 
manner and to what extent are questions 


* Alan MacLeod, “The Local Structure of Milk 
Prices in New Hampshire Markets,” New Hampshire 
Agr. Exp. Sta. Bulletin 332, June, 1941, p. 3. 
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that require further careful study despite 
the many analyses that have been made of 
farmer response to price. 

The areal structure of market price for 
milk in the Northeast is made up of a 
dispersion of markets under federal order 
and a scatter of smaller markets under 
state regulation. The milk sheds for the 
major markets (New York, Boston, Phil- 
adelphia, for example) are divided into 
differential zones which are intervals of 
distance from the market. The prices es- 
tablished in the several zones are the re- 
sultant of market price less a specific 
calculated transportation charge which 
approximates the freight rate. In addi- 
tion, on some of the markets a premium 
is paid for nearby production. Major milk 
sheds overlap each other and often encom- 
pass the sheds of secondary markets. 
Furthermore, the whole body of health 
regulations and inspection requirements 
established under state and municipal po- 
lice power may not affect price directly 
but can and does influence the individual 
producer in his choice of market. The 
administratively-determined class prices 
in these markets, plus the several differ- 
ent means that dealers use to calculate 
payments, and the functioning of various 
methods of deducting farm-to-market 
hauling charges, provide the basis for 
payments to producers. 


In the determination of market areas 
for pricing purposes, little attention seems 
to have been given to the significance of 
the location of producers or to alternative 
producer outlet, aside from the generality 
of encouraging receipts from a supply area 
large enough to meet the ordinary needs 
of the market. Nor has sufficient analysis 
been made of probable short-term and 
long-term shifts in production that might 
result from the pattern of prices imposed 
by the milk-pricing system as a whole. 
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The variations in farm prices of milk 
are most striking where milk sheds over- 
lap, and of course farm price reflects mar- 
ket price. Prices received by neighboring 
farmers may vary as much as a dollar a 
hundrédweight for the same class and test 
of milk. In addition to the differences be- 
tween prices on separate markets, between 
hauling charges paid by individuals, and 
in services that dealers and truckers per- 
form for patrons, farm prices vary because 
of the practice of paying for milk by utili- 
zation classes. Especially in the case of 
dealer pools within a single market, farm- 
to-farm price inequalities are created by 
the fact that dealers dispose of supplies by 
utilization classes and pay producers on 
the basis of the percentage of total volume 
disposed of in the several utilization 
classes. Neighboring farmers selling to 
two dealers on the same market may thus 
receive significantly different prices in 
any payment period. The impacts of class 
prices in the market-wide pool are of the 
same nature, but here the variation in 
farm prices arises mainly when two sep- 
arate markets tap the same supply area— 
in other words, where milk sheds overlap. 
Not all of the differences in farm prices 
can be attributed to the pricing system, or 
especially to the administrative character 
of the system, but its functioning does 
contribute to the inequalities. Variations 
in quality account for some of the spread 
from farm to farm; however, most of the 
fluid milk in the whole Northeast is pro- 
duced under much the same health regu- 
lations and varies mainly in fat and solids- 
not-fat content; much of the milk that is 
disposed of as, Class 2 meets Class 1 re- 
quirements. 

Class 1 prices on established markets 
vary surprisingly. Markets less than 60 
miles apart are known to have differed 
more than $1.00 per hundredweight; two 
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markets 10 miles apart have differed 50 
cents per hundredweight. Surely, trans- 
portation costs cannot account for such 
variations. Pricing systems vary in de- 
tail and in application from state to state, 
from market to market within states, and 
sometimes from dealer to dealer within a 
market. The explanation of why farmers 
do not shift between markets and thereby 
force eventual removal of the variations in 
prices is mainly that organization is lack- 
ing and the individual cannot always at- 
tain the end himself. Too many forces 
prevent him from shifting often. He is 
dependent on a continuing and stable mar- 
ket outlet. The system as a whole also 
continues to exist because consumers have 
lacked organized representation in the 
public hearings, whereas both producers 
and dealers have been effectively repre- 
sented. 

Wartime experience has demonstrated 
that favorable market price alone is not 
sufficient to call forth greater production. 
It is also known that favorable price can 
cause increase or maintenance in areas 
that otherwise would go out of or at least 
decrease production. The implications of 
this aspect alone are many for the postwar 
years. If higher prices are made to pre- 
vail in Zone 1 under the marketing order, 
will a larger portion of the milk supply 
come from these near-by areas? Without 
continued price advantage will non-farm 
uses replace farm land uses more than has 
been the case within forty miles of Bos- 
ton, New York, Philadelphia or Chicago? 
The areas adjacent to cities are usually 
“high cost” areas. The “high production 
cost” which results in some degree from 
competition among major uses of land is 
in part responsible for the effective pleas 


*For further discussion of this point and for a 
careful analysis of local price structure, see Alan 
MacLeod, ibid. 
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for. marked price differentials in their 
favor that producers have been able to 
make in price hearings. 

The character of natural resources 
bears no more forcefully on systems of 
farming or on patterns of production than 
does the coercion of prices. Other factors 
also need further analysis, but the issue 
here is the significance of the pricing pro- 
cess. A faulty pricing mechanism can 
outweigh other elements in any program 
of land use adjustment. A price advan- 
tage received through the process of price 
determination creates in the favored area 
a resource equally as valuable as that 
which a superior grade of soil has over 
one of lower productivity. 

In spite of the comparative advantage 
which location offers to dairy farmers in 
the Northeast, farm abandonment was 
taking place in 1940 and is even continu- 
ing in 1944. Dairy farming could have 
continued longer on some of these farms 
if the pricing system had been pointed 
specifically at the objective of directing 
production. No plea is being made here 
for retention of agricultural use in areas 
that are-not physically suited to such use 
by virtue of soil resource and climate. But 
land use changes resulting from faults in 
the pricing process are quite another mat- 
ter. Some of the farmers in the west cen- 
tral part of Massachusetts, for example, 
have not been able to compete effectively 
on the Boston market with farmers in the 
near-by zone because of the way in which 
price advantages have been given to the 
latter, even though soil and climate char- 
acteristics may favor the more distant 
location. The locational factor has ac- 
counted for a large portion of the absolute 
difference in price; but aside from haul- 
ing costs, the pricing system itself also 
played an important part. These same 
conditions can be found in other states. 


127 


And so long as the present system remains 
in use, many farmers will continue in the 
artificially’ favored locations, whereas 
under state or region-wide pricing they 
might have to shift. The operation of the 
institutionalized pricing process encour- 
ages the near-market producers in their 
belief in the possibility of obtaining price 
rises through the administrative system 
and thus tends to perpetuate the status 
quo. Such beliefs are little different from 
the hopes of the Montana wheat farmer 
for a “bumper” crop—next year. The 
argument can be offered that the distant 
producer has benefited by being able to 
sell a portion of his milk as fluid. In oth- 
er words, he shares in the higher price of 
Class 1 the year around and contributes 
heavily to “surplus” during flush season. 
But some pricing method had to be de- 
veloped to bring his product to the mar- 
ket. And even though he benefited by the 
process, this does not negate the necessity 
of modifying other phases of the system 
which are to his disadvantage. 

One of the problems for careful study 
is an appraisal of the advantages that 
would result, and to whom these would 
result, if milk production shifted to loca- 
tions farther from the major markets. 
Would the consumer benefit by a decrease 
in the cost of milk if a smaller portion of 
the market supply were produced in the 
“high cost” zone? Possibly the savings 
might be countered by higher transporta- 
tion costs, unless technological improve- 
ments in transportation facilities and ad- 
justments in transportation charges solve 
the hauling problem. 

Public policy in land use adjustment 
will need to include effective pricing pro- 
grams that are aimed at influencing the 
geographical distribution oi specific kinds 
of agricultural production if there is to be 
an orderly arrangement of land use and 
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occupancy. The issues are particularly 
complex in the rural-urban fringe which 


is largely encompassed in Zone 1. The = 


principles involved are likewise applicable 
in the other differential zones for milk 
marketings and extend also to rural areas 
for which no market orders exist. 


A type of research analysis which is 
basic in the job of improving the pricing 
system for milk is illustrated by the war- 
time production capacity studies conduct- 
ed by the Bureau of Agricultural Eco- 
nomics and the Land Grant Colleges. Al- 
though designed particularly to appraise 
capacity, an equally important phase of 
these studies was meant to deal with the 
distribution of that capacity by production 
areas within the states. Answers were 
sought to the questions of where these 
products can be produced; what essential 
products, on an area basis, make the most 
efficient use of available input factors ; and 
what additional input materials are re- 
quired for capacity production. The idea, 
in brief, was to get a good picture of the 
pattern of production distribution which 
would contribute most to wartime needs. 
Unfortunately,- this tended to be inter- 
preted as totally unrealistic and many of 
the estimates were made in terms of ca- 
pacity of existing farm enterprises with- 
out significant shifts in types of produc- 
tion. In all of these studies price was as- 
sumed as “satisfactory,” but in some of 
the reports estimates were made of the 
levels of prices that would be necessary to 
attain the indicated increases in produc- 
tion. The philosophy in these instances 
was in the direction pointed out by Goef- 
frey Shepherd—“Instead of production 
control being used to set prices, price con- 
trol may have to be used to set produc- 
tion.’”* 


* Journal of Farm Economics, November, 1942, 
p. 75. 
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With appropriate revision, the capacity 
type of study will have many possibilities 
for post-war research activity. The con- 
cept of “capacity” will have to be revised 
to fit the new set of conditions but, more 
important, the studies will need to be 
pointed specifically at appraising the geo- 
graphical distribution of production. The 
analyses must go beyond the point of de- 
scribing physical distribution, as present- 
ed in the graphic survey series.» The 
studies must explain the reasons behind 
that distribution. The next step would be 
to explore the possibilities of motivating 
necessary land use adjustment through 
administrative pricing. This, as a whole, 
calls for the refinement of the body of 
theory on the geographic distribution of 
production. The work done by Raymond 
P. Christensen in his mimeographed re- 
port, “Using Resources to Meet Food 
Needs,” opens up new avenues in this di- 
rection for it deals with a means of meas- 
uring and comparing production of vari- 
ous commodities. A less comprehensive 
scope may be required at first, however. 
The early appraisals might deal with a 
particular commodity, such as fluid milk. 

Some of the long-time implications of 
programs that could be based on such 
studies can be visualized now. For fluid 
milk the prospect is that there would be a 
broadening of the present market areas 
and the establishment of region-wide base 
prices, with appropriate allowance for 
transportation costs. It would undoubt- 
edly mean a revision of federal market 
orders for major cities such as New York, 
Philadelphia and Boston; at least, it 
would necessitate their closer integration 
as functioning units. It might also mean 


*See O. E. Baker and A. B. Genung, “A Graphic 
Summary of Farm Crops,” Misc. Pub. No. 267, 
US.D.A., and O. E. Baker, “A Graphic Summary 
of Physical Features and Land Utilization in the 
United States,” Misc. Pub. No. 260, U. S. D. A. 
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significant revision of the modus operandi 
of state milk control boards. If within 
broad regions there were particular pro- 
duction areas for which sound social poli- 
cy decreed that milk production be in- 
creased, then price allowance could be the 
motivator. Likewise, if certain areas were 
questionable or had other higher use pos- 
sibilities, a lower price could be estab- 
lished by the same token. Any specific 
area differentiations by administrative 
pricing would have to be handled care- 
fully, however, to prevent the spread of 
the interstate trade barrier type of eco- 
nomic control. 

Since the indication of research is the 
main purpose of this discussion, only the 
broad outline of functional organization 
can be given for the type of price-deter- 
mining organization. The determinations 
might be made by composite groups made 
up of the technician, the government rep- 
resentative, the farmer, and the consumer. 
Means would have to be developed for 
the organized representation of these, 
particularly the producer and the con- 
sumer. A local, an areal, possibly state, 
regional, and national framework would 
be needed. This might not be particular- 
ly innovational. The framework is sug- 
gested by the old county agricultural plan- 
ning organization, but of course several 
improvements therein would -be neces- 
sary.° Governmental agencies would 
have to play a lesser role, with more of 
the decisions being made by the layman.’ 

The above is an extreme simplification 
of a complicated issue. The writer is 
aware of the controversial factors in- 
volved and can perceive some of the ob- 


*See Neal C. Gross, “A Post. Mortem on County 
Planning,” Journal of Farm Economics, August, 
1943. 

*See Rainer Schickele, “Society and the Masses,” 
American Journal of Economics and Sociology, Oc- 
tober, 1942. 
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jections that will be offered. On the score 
of objections, it is pertinent to raise the 
question of how significantly different in 
principle is this from that which already 
exists. State milk control commissions 
now determine prices on specific markets 
through legally established procedures. 
The development and application would 
be a long-time procedure. Possibly some 
of the weaknesses in the present system of 
milk pricing are attributable to the speed 
of its adoption and the fact that it was 
superimposed upon existing faults. 

' Although the foregoing indicates that 
some of the faults in the present adminis- 
trative pricing system for milk are seri- 
ous, the recommendation is for further use 
of administrative pricing. The faults in 
the system can be corrected if the desire 
for correction is present and if the alterna- 
tive is demonstrably superior. The agri- 
cultural economist as a technician has not 
been particularly apt at impressing the 
layman with the idea that economic sys- 
tems are man-made and that changes in 
them are inevitable. A type of organiza- 
tion that produced desirable results under 
a different set of circumstances in the past 
is no more correct or “American” than 
are means that may be devised now to 
meet new and more complicated situa- 
tions. Many fail to realize that even one 
hundred years ago the economy of the 
nation operated within a realm which was 
outlined by governmental policy. To be 
sure, there were fewer activities of gov- 
ernment and there were fewer instances of 
governmental regulation of economic ac- 
tivities. But the present must be judged 
in terms of the present, not in terms of the 
past. The application of scientific knowl- 
edge to practical problems ought to be no 
different in principle in the case of solving 
economic situations than in the case of 
perfecting another machine to further de- 
crease the necessity of human drudgery. 
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Max Lerner’s “Ideas Are Weapons” will 
bear study; his discussion of the effect of 
Chief Justice Marshall’s concept of prop- 
erty on court procedure and on present- 
day economic organization could be 
matched by numerous similar instances of 
the power of ideas in 1944. 

Another type of research analysis which 
is basic in the job of improving the pric- 
ing system for milk is along the line of 
the studies in inter-regional competition. 
The writings on inter-regional competi- 
tion contain many references to the signi- 
ficance of pricing procedures. For ex- 
ample, “Programs that lean on historical 
bases may ignore divergent regional 
trends and retard desirable interregional 
adjustments. Marketing agreements and 
orders tend to give differential advantage 
to certain areas which may or may not be 
justified on a long-time basis if maximi- 
zation of the national income be taken as 
a criterion.”* Or again, “Furthermore, 
location theory or the theory of market 
supply based on transportation costs is in- 
complete and must be brought into the 
proper relation to the physical, institu- 
tional, and various other types of factors 
which help to determine or explain the 
geographical distribution of production.”® 

Further research on inter-regional com- 
petition may well include more analysis 
of pricing procedures, especially in ap- 
praising the importance of areal price 
structure in contrast to devoting primary 
attention to measuring response to price. 
Ii pricing is visualized as one of the tools 
for effecting desirable change, and if in 
addition an adequate body of regionalism 
theory is developed, studies in inter-re- 
gional competition can fill a broader place 
in agricultural economics. Producers in 


®“Analysis of Interregional Competition in Agri- 
culture,” Bureau of Agricultural Economics, United 
States Department of Agriculture, April, 1939, p. 2-3. 
° Ibid, p. 37. 
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New England are now wondering at the 
nature of the competition likely to develop 
after the war—particularly that resulting 
from adjustments beginning to be made 
now in the south and in the midwest in 
dairy, poultry, and vegetable production. 

From the standpoint of land use ad- 
justment, the impacts of administrative 
pricing will be greatest in instances where- 
in shifts in uses may result. Residential 
or recreational use may be the type of use 
that replaces dairy farming if changes in 
the price structure force changes in the 
regional dairy production pattern. Shifts 
between certain commodities may influ- 
ence farm income but have little influence 
on type of farming. For example, a 
change in price of corn as compared to 
that of soy beans operates within a nar- 
row framework, even though there are 
differences in input requirements and dif- 
ferences in what enterprises may be com- 
bined with corn because the land require- 
ments of the crops are much the same. 
But a change from potatoes to milk does 
call for a change in major type of farm 
land use. The strong prospect for the 
present administrative type of price for 
potatoes to be continued after the war 
suggests many important problems for re- 
search. 

The instance of milk pricing presents a 
nearly universal example of administra- 
tive pricing. Other cases are less obvious 
but even before the war the prices of many 
farm products were determined in part by 
administrative arrangements. The broad 
scope of administrative pricing, as affect- 
ing farm products directly, would include 
the benefit and conservation payments 
which apply to particular crops rather 
than to special practices, the loans on spe- 
cific crops by the Commodity Credit Cor- 
poration, the regulation of futures by the 
Securities and Exchange Commission, 
and tariff protection for agricultural com- 
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modities, whether of the export or do- 
mestic market type, to name a few. The 
functioning of the pricing system in the 
marketing of many agricultural products 
will bear analysis of the type suggested for 
milk. 

Administrative pricing is likewise sig- 
nificant in its application to the determi- 
nation of prices of other goods and serv- 
ices used by the farmer. The instance of 
transportation costs, especially railroad 
rates, is an important one because the 
farmer as producer bears the burden of 
these costs.1° The wheat and the range- 
beef producers read the St. Paul, Kansas 
City, or Chicago market quotations and 
subtract specific amounts per bushel and 
per pound to calculate local value of their 
products. The study of the regional 
structure of rail and truck rates as re- 
lated to geographical distribution of pro- 
duction is another type of analysis for 
further work. 

The functional significance of transpor- 
tation as one of the major land uses can 
also bear research analysis. Numerous 
new questions will arise from technologi- 
cal developments. Presumably, these 
changes will continue to decrease the costs 
of moving goods from one place to an- 
other, thus tending to remove many ad- 
vantages now present by virtue of loca- 
tion. Whether transportation is conceived 
as a major land use or as a service or 
function is of less importance than is rec- 
ognition and attack on the problems in- 
volved. 

Further instance of the impacts of ad- 
ministrative pricing may be seen in the 
wartime farm labor recruitment program. 
Wages for recruited labor have been es- 
tablished by agricultural wage boards. 
The temporary shift of rural population, 


See Henry A. Wallace, “Transportation Costs 
Stifle Fair Competition—Railroad Rate-Making Pro- 
cedures,” address before civic and labor groups, 
Dallas, Texas, October 20, 1943. 
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partly in response to these wages but 
mainly from recruitment, may become 
permanent. Some laborers have already 
taken up farms in the areas to which they 
shifted. This type of recruiting may indi- 
cate another means of decreasing the 
pressure of population on land in some of 
the “poorer” agricultural sections. Ex- 
plorations of the use of administrative 
pricing techniques may also extend to the 
improvement of land tenure. Some of the 
possibilities in this direction may be seen 
in the following : 


“Part and parcel of whatever reforms may 
be adopted for owner and/or tenant opera- 
tion must be a reform of the existing ana- 
chronistic farm-labor system. Legislation 
similar to that for industrial labor, though 
more moderate in degree and. adjusted in 
character to the particular farming condi- 
tions but comprising minimum housing re- 
quirements as well as minimum wages, is 
necessary as a stimulus for economic forces 
that will gradually ameliorate the worst con- 
ditions. All-out national defense efforts of 
American agriculture will make wage-floors 
for agricultural labor necessary as a stimu- 
lus to more efficient labor use and a pro- 
tection against war profiteering. Farm- 
labor legislation will be the strongest safe- 
guard against undesirable shifts toward 
large-scale farming as a by-product of ten- 
ure reforms. Continuation of state and fed- 
eral activity in behalf of camps for mobile 
farm labor is highly desirable.” 


This discussion has dealt with only a 
few phases of price policy as related to 
land utilization and research in land eco- 
nomics. In brief, the thesis is that price 
policy can be made to include more of one 
of the main functions of price—directing 
production. The development of a work- 
able system for determining in advance 
the price for specific products or services 
will require detailed and scientific analy- 
sis. Undoubtedly, mistakes have been 


“Karl Brandt, “Towards A More Adequate Ap- 
proach to the Farm Tenure Program,” Journal of 
Farm Economics, February, 1942, p. 225. 
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made and will continue to be made but 
these may be due to faults in the opera- 
tion of the system rather than in the sys- 
tem itself. Adjustment of prices to direct 
production would necessitate the lowering 
of certain prices as well as the raising of 
others; and the pressure for increasing 
would always be greater than that for de- 
creasing prices unless consumer participa- 
tion in the processes can counterbalance 
the pleas of producers. Joseph S. Davis 
ably points out that the level of prices for 
oil crops had to be high because the gen- 
eral level of farm prices was high; and 
farmer pressure for price change cannot 
always be for revision upward.” 

The further use of administrative pric- 
ing will have to be based upon specific 
social objectives. Price policy must have 
other ends than the direction of produc- 
tion and the disposal of a given volume of 
goods on the market. If only a volume of 
milk is produced that can be disposed of 
at prices which are extremely favorable to 
producers, then thousands of people are 
going to do without enough milk for a 
nutritionally adequate diet. Maybe the 
problem is to raise the income and there- 
fore the purchasing power of low-income 


groups but the possibilities have not yet: 


been exhausted in the field of improving 
distribution methods. Again, as a decade 
ago, there may be a piling up of surpluses 
of various commodities if the distribution 
system does not operate as efficiently as 
does the production system. Nor will a 
pricing system that brings forth the re- 
quired volume of production necessarily 
solve the problems associated with farm 
income distribution. It will take the com- 
bined efforts of all social scientists to deal 
with these problems, and their efforts plus 
an educated public opinion to answer the 
single question of the extent to which ad- 


22 Joseph S. Davis, “Food As An Implement of 
War—The Responsibilities of Farmers,” address be- 
fore annual meeting of California Farm Bureau Fed- 
eration, Santa Cruz, California, November 17, 1943. 
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ministrative pricing can be applied to the 
economy as a whole. 

Some of the types of research investi- 
gation suggested are analogous to studies 
that have been made of local government 
problems by land economists. Taxation, 
governmental administration, and several 
other aspects of social behavior have been 
studied, as they were of special importance 
in land problems; the application of vari- 
ous instruments within the police power, 
especially rural zoning, grazing districts, 
and soil conservation districts, have re- 
ceived special attention by land econo- 
mists. The criteria of judgment in the 
demarcation of a discipline is the strength 
and the nature of the bond between the 
particular factor and core problems of the 
field, rather than the categorical delinea- 
tion of subject matter in the abstract. 

New bodies of theory and new research 
techniques are needed. Not all of the 
problems may require special study, but 
the outstanding ones at least suggest a 
fertile field for research endeavor and few, 
if any, can pass unnoticed by the land 
economist. There can be little argument 
that the land economist has an essential 
function to perform in the delineation and 
appraisal of regional patterns of produc- 
tion. Likewise, more study is needed of 
the significance of location, the competi- 
tion of major and minor land uses, and 
the provision of services and facilities for 
the changing pattern of uses. These occur 
within the continental boundaries of the 
United States but have some of the same 
far-reaching significance in both domestic 
and world economy that L. A. Salter 
notes as developing from the war.’® The 
land economist has many unexplored op- 
portunities to apply the tools of his trade, 
both in cultivating old and in plowing 
new ground. 


*L. A. Salter, Jr., “Global War and Peace, and 


Land Economics,” Journal of Land & Public Utility 
Economics, November, 1943. 
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Technique of Urban Redevelopment: Part I. 
Individual vs. Group Interests in Real Property 


By ARTHUR C. HOLDEN* 


I. Legislative and Constitutional 
Background 


HE time“has come when there should 

be less discussion of legislation and 
more consideration of techniques for re- 
organizing properties on a group basis. 
Now is the time for the formulation of 
procedure for the guidance of urban re- 
development corporations which have 
been authorized after a ten-year legisla- 
tive struggle. 

The winning of a legislative battle gives 
sanction to the use of necessary powers. 
It is a first step. The making of physical 
plans will require technical ability, imagi- 
nation and experience. It must be re- 
membered that physical plans are limited 
by social, legal and administrative con- 
cepts. For the creation of improved forms 
of enterprise and for the reorganization 
of conflicting property interests, imagina- 
tion is as essential as is the creation of a 
new physical design. 

The primary purpose of this article is 
to discuss reorganization technique. To 
assure ourselves of the ground on which 
we stand it is wise to view briefly the 
derivation of the legal rights with which 
we shall have to deal. First, as the name 
“urban redevelopment” implies, the tech- 
nique of planning must deal with groups 
of properties rather than with individual 
unrelated plots of property. Behind this 
lies the belief that contract and property 
relationships are susceptible to improve- 


* Fellow, American Institute of Architects, New 
York, N. Y. 


ment and that this improvement will lead 
to the redevelopment of urban areas. This 
is an approach which differs greatly from 
the assumption that property rights con- 
stitute such a bar to progress that the only 
way out is for government to take prop- 
erty away from the existing individual 
owners and either administer the property 
through a public authority or dispose of 
it to a new set of owners under new re- 
strictions set by government. 

Second, urban redevelopment means 
coordinated planning. The master plan 
for the city as a whole must be considered 
as a mosaic made up of plans for the re- 
development of private property in specific 
localities on the basis of the group rela- 
tions between properties. This implies 
that planning is based upon the coordina- 
tion of the use of private properties as well 
as upon public facilities. 

In localities where urban redevelopment 
projects are to be considered, those who 
control financial policy must attempt to 
establish criteria for measuring the desir- 
able rate of capital expansion and for re- 
lating the program of property improve- 
ment to the progressive growth of the 
community. This means that activity in 
the building industry must not be advo- 
cated merely as a means for increasing 
employment. There must be a carefully 
worked-out relation between the services 
furnished for construction and the use 
which is derived from the finished build- 
ings. The debt to those who build is tem- 
porarily discharged by the use of long- 
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term credit; but over a period of years 
this debt must be liquidated by those who, 
as occupants, pay rent or the rental equiv- 
alent for the use of property. A large 
share of the maladjustments of the past 
have been due to failure to measure cor- 
rectly the use values which are created by 
long-term capital facilities such as build- 
ings. This should be a warning to those 
who overstress “subsidy” as the easiest 
means to “stimulate employment” by un- 
balanced “spending for construction.” 


II. Governmental Function 


Before attempting to plan wisely it is 
essential to understand the relation of fed- 
eral, state and municipal governments to 
the urban redevelopment program. Stu- 
dents of European housing policy have 
expressed impatience with the checks and 
limitations imposed by the American fed- 
eral system. Such impatience is usually 
evidence of unfamiliarity with the Consti- 
tution of the United States. The right to 
coin money and fix the value thereof has 
been delegated exclusively to the federal 
government. This implies the power to 
shape long-term credit policy and includes 
the responsibility for improving methods 
for amortizing long-term credits extended 
to construction. Following the investiga- 
tion of the Aldrich Commission, Congress 
provided for the expansion and contrac- 
tion of short-term credits by establishing 
the Federal Reserve System in 1913. 
There is need for a similar co-ordination 
of the terms of flow and return of flow of 
long-term credit.’ 

The responsibility for making uniform 
laws respecting bankruptcy also has been 
delegated exclusively to the federal gov- 
ernment. It is possible for Congress to 
3 §ee A. C. Holden, Money in Motion, the Social 
Function of Banking (New York: Harper & Bros., 
1940), Chap. xi, pp. 170-171. 
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extend the definition of bankruptcy to in- 
clude properties in areas affected by so- 
cial and economic blight and to devise a 
new type of procedure for the composition 
of mortgage and tax debts arising as a re- 
sult of urban blight. 

The responsibility for defining and 
clarifying individual property rights re- 
mains with the states. The rights of the 
individual owner of real property are lim- 
ited by custom and usage as well as by 
specific legislation. The restrictions im- 
posed by the state upon the individual 
property owner are of two classes; those 
which protect society in general and those 
which protect the individual property 
against misuse of neighboring properties. 
Examples of the first class are building 
codes which provide for safety, for pro- 
tection against fire, and for egress in case 
of danger, as well as for sanitary and 
health standards. Under the second class 
are laws which prevent the maintenance 
of a nuisance which violates the charac- 
ter of a definitely defined neighborhood. 
Although the original sanction of zoning 
ordinances was based upon the police 
power of the state, and particularly upon 
the need for maintaining standards of 
health, it is increasingly recognized that 
zoning laws may be broadened to estab- 
lish reasonable standards of use and con- 
formity to adjoining use. 

The right to take private property for 
public purposes is also a basic right of the 
state. When the federal Constitution was 
written, provision was made for the as- 
sumption by the federal government of 
specific rights derived from the states. 
The need for taking private property for 
such public purposes as were specifically 
delegated to the federal government was 
self-evident. The Constitution specifically 
states? that the Congress may “exercise 


* Article I, section 7, subsection 17. 
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exclusive legislative authority’ over prop- 
erties purchased only when acquired with 
“the consent of the Legislature in which 
the same shall be.’’* 

The states have retained the power to 
create municipal subdivisions or other 
minor entities of government, chartered 
by, and subject to regulation by the state. 


The state may delegate to its subdivi- 
sion the power to expropriate property for 
public use. The conditions under which 
this may be done are set by the states 
through specific enabling legislation. 
These subdivisions include counties, mu- 
nicipalities, certain types of corporations 
which are authorized to carry out a public 
purpose and certain specially constituted 
public authorities. Another important 
power of the states is that derived from 
the state’s power to create corporate per- 
sonalities. As the creators of corporations, 
the states have the right, both through 
charter and through general laws, to reg- 
ulate and restrict the actions of corpora- 
tions. 

The states are the source of legislation 
regulating the technique for planning 
and mapping. This is an essential power 
and provides for the relation between pub- 
' licly-owned-and-operated property (e.g. 
streets, open spaces, etc.) and properties 
which remain in private ownership. 


With the states rest, also, the power | 


of defining and limiting the basis on 
which real property may be taxed, either 
by the state itself or by any of its subdivi- 
sions, 

It must be remembered that all state 
subdivisions have limited powers derived 
only through the grant of power by the 
state. So far as urban redevelopment is 
concerned, the powers that have been del- 


*This does not refer to the war powers of Con- 
gress. 
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egated to the city to make building codes, 
zoning ordinances, etc., are important.* 

It is important that cities get the full 
benefit of procedures on mapping and city 
planning established by state law.* Cities 
have to develop an improved technique 
for the planning of local districts and for 
co-ordination of local district plans with 
the general master plan of the city. As a 
part of the procedure of urban redevelop- 
ment, approval of a city planning com- 
mission should be required. New con- 
cepts of city and district planning need to 
be developed to secure adequate co-opera- 
tion between city planning commissions 
and corporations organized to undertake 
urban redevelopment projects. 


Inasmuch as urban redevelopment leg- 
islation permits special tax contracts be- 
tween the city and urban -redevelopment 
corporations, it is obvious that the gov- 
erning body of the city must become a 
party to the drafting of the general char- 
ter of the corporation and must work out 
the general terms of the contract between 
the redevelopment corporation and the 
corporate city. Where special privileges 
and benefits are granted to corporations 
undertaking urban redevelopment, it is 
obvious that protective covenants must be 
entered into to prevent the abuse of the 
privileges granted. Reasonable legal re- 
strictions are required which will prevent 


“See Frank Backus Williams, The Law of City 
Planning & Zoning (New York: Macmillan Co., 
1922); also George B. Ford, Building Height, Bulk 
and Form (Cambridge: Harvard University Press, 
1931); Edward M. Bassett, Zoning (New York: 
Russell Sage Foundation, 1936); also The Master 
Plan (New York: Russell Sage Foundation, 1938). 

*See Russell Van Nest Black, Building Lines and 
Reservations for Future Streets (Cambridge: Har- 
vard University Press, 1935); especially appendix 
111, p. 200, N. Y. Planning Enabling Law for Cities 
(Laws 1926, c. 690). Also Arthur C. Comey, Tran- 
sition Zoning (Cambridge: Harvard University Press, 
1933). 
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excessive rentals or the anti-social ex- 
ploitation of the property taken over by 
the corporation for redevelopment. Care- 
ful study is needed to explore and develop 
positive and forward-looking provisions 
which should be incorporated into the 
contract, in addition to required negative 
and restrictive provisions. By “positive 
and forward-looking provisions” the writ- 
er means provisions that will facilitate and 
encourage enterprising, constructive ef- 
fort in redevelopment undertakings. It 
includes the search for concert of interests 
among the parties involved; namely, ex- 
isting ownership and mortgage interests, 
the redevelopment corporation, existing 
and future renters and users of property, 
and the community. It means that con- 
flicts of interest must be resolved and give 
place to concert of interest. 


ITI, Recognition of Communal Values as 
a Component of Individual 
Property Rights. 


Three main considerations must be 
taken into account in the organization of 
a redevelopment corporation. First is the 
program for physical replanning; second, 
the program for the reorganization of the 
interests which now exist within the dis- 
trict; third, the financial plan which must 
relate the new program of physical plan- 
ning and the new uses to be made of the 
property to the reorganization of the ex- 
isting interests and uses. 

The purpose to be served is very differ- 
ent from that which has characterized the 
usual real estate investment of the past. 
Urban redevelopment is not an outlet for 
investment funds seeking the highest pos- 
sible return. It is not a search for the 
cheapest available land for an improve- 
ment in order to get the best possible mar- 
ket return. It is not a search for a situa- 


tion which will warrant the payment of 
the highest available subsidy in order to 
further a piece of work that could not 
otherwise be accomplished. 

A program of urban redevelopment is 


-based upon long-term social interests and 


on the recognition that neither the best 
interests of individual private owners nor 
the best interests of the public can be 
served through the unconnected action of 
a multitude of small individual owners, 
Urban redevelopment is based upon the 
recognition that both public and private 
benefit may be obtained by concerted ac- 
tion and the recognition that all individual 
property owners have a community of in- 
terest in the well-being and the efficient 
development of the section of the city in 
which their property 1s located. 

It is characteristic of the usual Ameri- 
can municipality that boundary lines are 
precisely fixed for the various plots of 
privately owned property and _ publicly 
owned spaces, whether parks, squares, 
streets, or sites for public buildings. Ac- 
cess to streets is open at all times to per- 
sons without discrimination, but those 
who use the streets are required to ob- 
serve the rules of traffic and to conduct 
themselves with decency. Parks may oc- 
casionally be closed to the public, but their 
use is circumscribed by rules which pre- 
vent benefits of the park from being in- 
jured by abuse or excessive use by indi- 
viduals. Public buildings are open only 
at specific hours and the public in general 
is granted access only to certain corridors 
and public spaces. 

The public also has certain definite 
rights of access to private property. The 
public may circulate through stores and 
through the public portions of hotels and 
office buildings without question. The 
public has a fundamental right to pass 
through private property for necessary ac- 
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cess to property beyond. The private own- 
er may regulate or even deny passage as 
trespass ; but if the public insists on assert- 
ing it, the local government may establish 
the right of passage by due process of law. 

Custom and usage lay down the chan- 
nels for the law. In our modern world 
the law has gone so far as to require 
those who maintain facilities for certain 
types of private business to maintain in 
addition certain conveniences available to 
the public. For example: hotels, depart- 
ment stores, restaurants, and even gaso- 
line stations are required by most state 
laws to maintain sanitary facilities for the 
convenience of the public. Recently there 
have been creeping into zoning legisla- 
tion many requirements which indicate 
the reassertion of public concern with the 
way in which private property is planned 
for use. In congested cities off-street load- 
ing facilities are being required in the 
design of mercantile and manufacturing 
buildings. In new, growing communities, 
especially, there is a tendency to require 
store buildings, gas stations, movie 
houses, and other types of buildings which 
attract patronage that comes in motor 
cars, to set back from the building line to 
provide adequate parking space. It is be- 
coming more and more clearly established 
that those who plan for private property 
must recognize that the rights and con- 
venience of the public must be provided 
for and that there are very few uses to 
which private property can be put that do 
not require the recognition of a commu- 
nity of interest in that property by those 
who enjoy partial use thereof. 

But this community of interest extends 
beyond the rights of the public to partici- 
pate in a partial use of private property. 
Private property also carries with it an 
interest in the community in which it is 
located. The set-backs for property lines, 
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to which we have just referred, are not 
designed solely for the convenience of that 
part of the public which patronizes those 
stores, gas stations, and similar busi- 
nesses. They are required to prevent the 
choking of the public roads or the blan- 
keting of neighboring properties. 

Recognition of community of interest 
in private property is not new. For in- 
stance, the old English common law doc- 
trine known as “ancient lights” presup- 
posed that an owner of property had the 
right to enjoy the light and air coming to 
his property over the abutting property of 
a neighbor. It denied the right of a 
neighbor. to shut off light and air from an 
existing window without consent or legal 
satisfaction. Abuse of this practice in 
England led most of the American states 
to outlaw the practice by statutes denying 
the right to payment for damages for 
shutting off light and air formerly en- 
joyed. It is to be regretted that there has 
been so little understanding in this coun- 
try of the principle involved. The doctrine 
of ancient lights is evidence that inter- 
locking interests are inevitably created by 
the right to enjoy the.usufruct of proper- 
ty. It is plain that the fullest enjoyment of 
private property cannot be realized unless 
the user of the property is protected in the 
enjoyment of those rights which are in- 
herently communal, as well as those rights 
which may be separately enjoyed without 
respect to community of interest. 


Professor Ely has pointed out that the 
purpose of expropriation is to make “the 
interest of the individual conform to this 
social interest.” When needs are essen- 
tially changed, expropriation may be used 
to bring about the transition or “to limit 
the right of the proprietor in order to 
place a servitude upon it. ... We might 


say that expropriation means the substi- 
tution of one form of property for anoth- 
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er. Expropriation does not carry with it 
the idea of the abolition of property or of 
lessening the property of individuals, but 
of a forced change in the form of prop- 
erty of individuals.”® 

There is especial significance in this 
view of expropriation. Too frequently we 
have thought of expropriation as an act 
through which government “ousts” the 
private interest, then steps in and, through 
the exercise of public ownership, performs 
a public service in contradistinction to a 
private service. Professor Ely, who de- 
rives his concept from Professors Wag- 
ner and von Ihering, suggests that ex- 
propriation may be used as a directional 
force to accelerate change in use. If we 
think of government as using expropria- 
tion to take away certain rights only while 
leaving other rights to be exercised by the 
original owner, we realize that govern- 
ment, instead of acting to displace private 
ownership, may act to direct and protect 
the better uses of property against uses or 
abuses which are harmful alike to private 
property and to the community. 

This is an idea which is the antithesis 
of the Marxian concept of revolutionary 
socialism or of the milder English concept 
of evolutionary socialism. Both of these 
European doctrines are foreign to the typ- 
ical American conception of government. 
Nevertheless there has been so much con- 
troversy today over governmental ideolo- 
gies that many Americans are beginning 
to confuse the issue and advocate whole- 
sale taking over of property interests by 
government as if it were necessary to dis- 
place all individual rights in order to 
maintain social values. It is the writer’s 
opinion that such an attitude is due large- 
ly to ignorance of the structure of gov- 
ernment on the one hand and ignorance of 


*See R. T. Ely, Property and Contract and Their 
Relations to the Distribution of Wealth (New York: 
Macmillan Co., 1914), II, chap. xx, pp. 496-510. 
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the structure of economic society on the 
other. 

New York State passed the Urban Re- 
development Corporations Law in 1941 
and the Redevelopment Companies Law 
in 1942 (amended in 1943). There is a 
significant difference in principle under- 
lying these two pieces of state legislation. 
The former attempts to reach those inter- 
ests which have suffered for lack of ade- 
quate protection of the communal rights 
which reside in property and to create new 
types of entities through which individual 
interests may unite to improve the control 
of their common interests. It aims by law 
to facilitate self-help and thus to restore 
vitality to the blighted sections of our 
cities. The remedy sought is organic and 
functional. The 1942 legislation seeks to 
create a direct outlet for the investment 
funds of large life insurance societies, and 
to utilize these funds to accelerate the re- 
development of blighted sections of our ci- 
ties... The remedy proposed aims to re- 
piace existing so-called private interests 
by other private interests which are 
stronger. It aims to demonstrate, at a 
time when such demonstration is much 
needed, that combined institutional funds 
are strong enough to accomplish by able 
management some of those tasks for 
which other impatient enthusiasts have 
been urging larger and larger spending 
by the federal government. 


IV. Analysis A Prerequisite 
to Planning 


An expected public benefit should be 
the compelling motive behind the physical 
plan for an urban redevelopment project. 
The task is to readjust the relations be- 
tween the individual and communal inter- 
ests involved so that greater public benefit 


*Chapter 845 of the New York Laws of 1942. 
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may be secured. For instance, take such 
a simple improvement as the location of 
a new post office in a city of not more 
than fifty thousand inhabitants. Granted 
that in the past politics may frequently 
have entered into the choice of a site, it is 
common knowledge that post offices have 
seldom been placed on locations most de- 
sirable from the point of view of the phy- 
sical plan alone. Too frequently the indi- 
cated excessive costs of land acquisition 
have precluded a decision in favor of the 
more desirable sites and opened the way 
for compromise tempered by the baneful 
influence of political favoritism. Similar 
considerations have governed the location 
of schools and other types of public build- 
ings. Excessive site acquisition cost thus 
has influenced the course of city growth. 
It has often caused needless damage to 
adjoining properties because it seemed to 
necessitate planning and building in a way 
that was recognized as undesirable. 

Excessive site cost has not only exerted 
an unfavorable influence upon the location 
of public buildings, but often has been the 
deciding factor which has located a manu- 
facturing plant on a less desirable site but 
one where it was easy to shift a greater 
proportion of the burden of collateral re- 
sponsibilities to others. 

Urban redevelopment technique aims to 
bring economic and social values into bal- 
ance. It assumes that it is in the interest 
of a community; first, to plan an im- 
provement so that the greatest possible 
advantage may be secured; second, to plan 


itin such a way that its benefits may be 


as widely distributed as possible; and 
third, to plan it in such a way that the 
burdens may be as equitably distributed 
as possible. 

This means that where an outstanding 
public improvement is sought, it should 
not be planned on’a narrow pennywise 
basis. Not long ago a proposed route for 


a new traffic connection to a bridgehead 
in New York was advocated on the 
ground that since the route selected had 
been laid out through back yards the cost 
of land acquisition would be economical. 
Complete disregard was shown for the 
possibility of spreading collateral benefits 
to the neighborhood to be traversed. 
There was failure to recognize the conse- 
quences of the completely negative policy 
of concentrating the damages upon prop- 
erty considered to be the least valuable 
with no attempt to spread the burden or 
to offset the damages by compensative 
benefits. 

Urban redevelopment aims at the re- 
planning of a whole area. It does not aim 
at a plan which provides only for an iso- 
lated improvement. It assumes an ap- 
praisal of existing interests and then a re- 
distribution of shares of interest in the 
improved area after the replanning. It 
assumes that an outstanding improvement 
will have an effect upon the neighborhood 
in which it is located and that it will be 
wise to plan in advance for the changes 
which will inevitably follow. Since suc- 
cessful urban redevelopment will depend 
upon ingenuity in planning and upon abil- 
ity to master a situation and then to adapt 
it to new conditions, the clearest way in 
which to present the principles of redevel- 
opment seems to be to select a specific area 
and to analyze it as a specific problem. 
Varied emphasis upon the several prin- 
ciples applied will naturally produce va- 
ried results in different cases. Of course, 
in practice, each individual case must be 
separately studied and a specific solution 
reached for each. 


V. Analysis of Local Area 


The first step, in every case, should be 
an analysis of the district affected. This 
should be put into graphic form. (Cf., 
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Figures I and II.) It is easiest to prepare 
blank diagrammatic maps of the district 
as it is and to indicate on separate blanks 
information respecting existing occupan- 
cy, use, and condition of buildings; in- 
come and outgo; tax valuations; mort- 
gage obligations; traffic flow; special fea- 
tures and characteristics, both desirable 
and undesirable; and relation to adjoin- 
ing districts. From these data, judgment 
as to the significance of the district in the 
life of the city may be formed. All of 
these points should be weighed in the light 
of changes that may be the result of re- 
planning and redevelopment. Existing 
uses must be weighed in relation to pro- 
posed future uses. 
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GARAGE STORAGE AND REPAIRS IN LOWER LEVELS 





Diagrammatic Analysis. Figure I shows 
diagramatically the number of existing 
residential suites in each of the blocks in- 
cluded in the analysis together with the 
average rents for these existing family 
quarters by blocks. Figure II is a simi- 
lar diagram giving the number of resi- 
dential suites for the new super blocks 
and the average family rents in terms of 
dollars per month. 

It is at once apparent that although the 
total number of families has been reduced, 
the total monthly residential rent has 
been increased more than threefold. While 
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the rents suggested will be under the mar- 
ket for this type of quarters, they are high 
for a project executed by cooperation be- 
tween city and private enterprise. It is 
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recommended that rents as high as prac- 
tical be permitted in this area on condi- 
tion that the corporation maintain as a 
part of the enterprise a section of low rent 
housing with accommodations for perhaps 
ZO per cent of the total families, 

In general, we must then proceed on 
the basis of a reassignment and rearrange- 
ment of public space, studied in relation 
to wider possibilities for the reassignment 
and rearrangement of private property 
and private uses of property. In a sense, 
these wider possibilities are the real con- 
tribution of urban redevelopment proce- 
dure. The range of possibilities is wid- 
ened by a difference in the technique of 
planning. 

This is something which cannot be 
written into law. Those who have criti- 
cized the New York Urban Redevelop- 
ment Law of 1941 on the ground that the 
advantages offered are inadequate have 
missed the point that the great advan- 
tages offered are not in the form of sub- 
sidies but in opportunities for imaginative 
ingenuity in reducing the wastes which 
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have been the result of outworn proce- 
dures in finance, in taxation, in law, in 
property administration, and in planning 
and construction—and the even greater 
wastes due to lack of co-ordination be- 
tween these fields. 

For example, there is no need to argue 
the point that, in spite of recent reforms, 
our mortgage system is still antiquated 
and burdensome and that our methods of 
foreclosure are scandalously expensive. 
In our effort to correct abuses, we seem 
too frequently to have sought merely the 
restoration of vigor to the institution of 
the mortgage, rather than to have at- 
tempted to establish better co-ordination 
between our system of long-term finance 
and our systems of taxation, law and 
property administration. 

The type of co-ordination needed may 
be illustrated by a study of a particular 
problem in urban redevelopment; namely, 
a section of the densely populated Bor- 
ough of Manhattan in New York City. 
This is a problem which has been ad- 
vanced through the preliminary stage 
only, by the architectural office of the 
writer. For clarity in presentation we 
may assume, on the one hand, that con- 
tacts have been maintained with the city 
planning commission and, on the other, 
that the requisite proportion of the own- 
ership and mortgage interests has con- 
sented to the preparation of definite pro- 
posals and to the formation of an urban 
redevelopment corporation to carry out 
the program. 

The outstanding public improvement 
which we shall make the purpose of our 
urban redevelopment project will be an 
express crossway connecting the point at 
which Park Avenue ceases to be a de- 
sirable residential street with the East 
River Drive. (Figures III and IV) In 
recognizing the need for arterial connec- 
tions at this point, it is our intent to put 


even greater emphasis on the need for 
opening up the city, restoring the sense 
of spaciousness, and increasing the benefit 
of the waterfront by creating large open 
spaces leading to it. 

The proposed crossway route has been 
selected as one of several possible stra- 
tegic express crossways that have been 
suggested for Manhattan. East 96th 
Street is one hundred feet wide. There are 
many who claim that as now paved this 
street is an adequate arterial connection 
between upper Park Avenue, the 97th 
Street Transverse Road and the East Riv- 
er Drive. Although East 96th Street is 
one of the wider cross streets, it has not 
stimulated the promotion of modern 
apartments such as have been erected in 
East 79th Street, East 72nd Street and 
East 57th Street. The river frontage on 
East River Drive has not yet attracted 
new construction except for a public hous- 
ing project and two public schools, al- 
though the East River Drive has been 
open for several years. 

We point out that there are very high 
percentages of vacant buildings and va- 
cant lots in the strip of blocks immediate- 
ly to the north of East 96th Street. Also, 
there is a large percentage of blocks held 
in a single ownership, which is a survival 
of the day when this location was a center 
of utility company service stations. This 
area has reached a sufficient degree of 
blight to require a careful analysis of its 
present situation and a program for its 
redevelopment is timely. 

The method for making an analysis® of 


*See Land Usage, April-May, 1936 and June-July, 


1936, (New York: Land Utilization Committee, 
N. Y. Building Congress) ; also A. C. Holden, “Fac- 
ing Realities in Slum Clearance,” Architectural Rec- 
ord, February, 1942; “A Basis for Procedure in Slum 
Clearance,” Architectural Record, March, 1933; “Ga- 
briel Over Block 326-A,” Architectural Forum, Jan- 
uary, 1935; also Oscar Fisher ‘and Kenneth Fisk, 
“Application of Relative Factor Ratings in Land 
Evaluation,” Record and Guide, 1934. 
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properties prior to redevelopment has been 
discussed previously by the writer. Since 
space does not permit full treatment here, 
we shall assume the analysis to have been 
made. In the case under consideration it 
reveals mixed residential and commercial 
uses, with many of the properties showing 
such a degree of depreciation and obso- 
lescence as to yield little or nothing above 
current taxes. A few properties show sat- 
isfactory money returns, largely due to 
more efficient management. There are no 
tall buildings and few substantial build- 
ings in this area. 


VI, Public Policy with Respect 
to Planning 


Assume that the city planning commis- 
sion has agreed to consider a proposal for 
replanning and redevelopment which will 
satisfy an outstanding public purpose and 
provide a vital express crossway and 
needed open spaces. The problem remain- 
ing to be solved becomes the reassign- 


ment of public and private spaces and the 
distribution of the burdens and benefits of 
the change between public and private in- 
terests. 

At the present time we have a very 
definite obstacle to overcome in the lim- 
ited ability of most municipalities to bear 
their share of the burden in a program 
which requires cooperation between the 
municipality carrying out public works 
and the enterprise which will be counted 
on to proceed with the construction of 
new buildings. There are at least two 
active groups who contend that a federal 
subsidy to aid land acquisition is an es- 
sential part of an urban redevelopment 
program. It is their claim that most cities 
are so near their debt limit that they are 
powerless to do their part. 

The writer is not an advocate of direct 
federal subsidy. I have long maintained 


that the proper channel of federal aid lies 
in the maintenance of a sound system of 
money and credit and the rebuilding of 
our present heterogeneous agencies into 
a coordinated system of long-term bank- 
ing. For this reason, I have criticized 
proposals for federal subsidies in the form 
of questionable bond issues to raise funds 
which might be turned over to municipali- 
ties for buying up large sections of 
blighted areas for redevelopment. Pro- 
posals of this type have been advocated 
by both the Urban Land Institute, spon- 
sored by the National Association of Real 
Fstate Boards, and by the “Keynesian” 
group led by Prof. Alvin H. Hansen and 
Guy Greer. I would prefer direct federal 
grants to dubiously secured bond issues, 
provided the function served could be 
shown to be economically sound. Let the 
grants be utilized to create funds for the 
municipalities to buy back the open spaces 
needed and to convert these open spaces 
into modern facilities. Grants should be 
used solely for public purposes and ap- 
plied in such a.way as to restore strength 
to our financially sick municipalities. These 
are legally sound principles. 

Let us apply these principles directly to 
the specific area which we are consider- 
ing. Our plan calls for the fifteen per cent 
of the property now in private hands to 
be transferred to public use, and nine per 
cent of the lands now used for public pur- 
poses to be transferred to private use. 
Table I and Figure V illustrate the gen- 
eral redistribution of uses which is rec- 
ommended for the project. 


Land Redistribution. A diagrammatic 
summary of the redistribution of land in 
terms of public and private use is shown 
in Figure V. Table I indicates in terms 
of acres and percentages the shifts in use 
that the suggested redesign of the neigh- 
borhood indicates as desirable. It is ap- 
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parent that the net difference in properties 
reverting to public use is a mere eight 
acres. Assuming a minimum of $3 per 
sq. ft. or approximately $7,500 for a 25 ft. 
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Ficure IV. Compietion oF Tuirty-Two Biock 
REDEVELOPMENT FOR NEW YoRK: AS DESCRIBED IN 


Ficure III. 

This figure shows the open-type of planning as advocated 
for the area of urban redevelopment which lies on either 
side of an express crOssway. 


lot, this would indicate a net worth of 
about $1,000,000 as the amount which 
should be paid to the district by the city 
as compensation for the land. In addition, 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


the district should receive payments for 
czpital facilities destroyed as well as for 
temporary interruption of existing uses 
during the transitional period. 

In a sense, the growth of our cities has 
created a situation which is the reverse of 
the situation in the early days of the re- 
public when there were huge areas of un- 
developed lands in public ownership. To 
put such lands to effective use, it was nec- 
essary to transfer them into private hands. 
The general land office sold public lands 
to settlers at very low acreage rates. Town 
sites were reserved, surveyed, and lots 
sold off at public auction. Although sale 
prices were low, the sums realized were in 
the aggregate so large that for many years 
a large portion of the public revenues 
came from land sales. 

Despite a faltering trial-and-error poli- 
cy, the distribution of our public lands 
brought unquestioned benefit to the social 
and economic organism of the nation. 


TABLE I. REASSIGNMENT OF LANDS: PUBLIC AND PRIVATE 
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Ficure V. A D1aGRAMMATIC SUMMARY OF THE REDISTRIBUTION OF LAND IN TERMS OF PUBLIC AND 
PrivATE UsE: Proposep AREA FOR REDEVELOPMENT, NEW York Cry. 


Today, especially in our cities, there is 
need for a change in the proportion of 
lands required for public use and for pri- 
vate use. Changes are also required in 
uses to which lands in private ownership 
are applied. The federal government has 
recognized the change in trend. The re- 
assembly of public lands has to date taken 
place principally outside the cities. The 
need for forest conservation has been a 
leading purpose. Mineral and oil bearing 
lands have been designated as reserves. 
The federal government has extended aid 
to the states for the improvement needed 
through highway routes. 

It is reasonable that the federal govern- 
ment should make grants to be distributed 
to the states on the basis of population to 
aid them to carry arterial highways and 
post roads through the densely populated 
sections of our cities. The effect of such 


aid should be directed toward increasing. 


the proportion of urban lands assigned to 
public purposes. It is logical that the fed- 
eral government, which shared with the 
states in the proceeds derived from the 
distribution of public lands, should now 
share with the states a part of the cost of 
transferring land back into public use, and 
in creating the elbow room so greatly 
needed to reduce congestion in the cities. 

If we expect to keep our confused tax 
situation from becoming more confused, 
great care must be taken to assure direct 
public benefit as a result of the expendi- 
ture of public funds.® It is important also 
that the appropriation should as nearly as 
possible represent a fair measurement of 
the public benefit which is created. It is 
equally important to direct the course of 


*See Arthur C. Holden, “Effect of Taxes—Federal, 
State and Municipal—on Housing,” Empire State 
Architect, October, 1943. 
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the activity which results from the im- 
provement so that it generates additional 
benefits which can be measured in terms 
of private exchange. 

There is a great difference between this 
point of view and the attitude of Professor 
Hansen and others of the Keynesian 
school who have stressed the benefit to be 
derived from what they call a compensa- 
tory policy of public spending. They advo- 
cate federal “loans” for the acquisition of 
large areas of blighted real estate. They 
do not advocate governmental operation 
but suggest that the property should be 
turned back to private use on terms that 
will “write down inflated land values.” 
Not only is there doubt as to the likeli- 
hood of the repayment of governmental 
loans of this type but the end served is a 
direct subsidy for the private use of prop- 
erty. Such public purposes as may be 
served are indirect. 

Many different types of subsidy have 
been suggested to aid the clearance of 
slums and blighted areas. Voters and tax- 
payers have been willing to place both ad- 
vances of public credit and outright grants 
of public funds at the disposal of housing 
authorities. Even though properties of 
this type remain in public ownership, the 
direct benefit of the public expenditure is 
a private use of the housing which is en- 
joyed by those individuals who pay rents 
lower than the market. Of course there is 
an indirect public benefit which takes the 
form of improved social conditions but 
this benefit is not susceptible to accurate 
measurement. 


VII. Directional Control of Public Funds 
to Secure Maximum Benefit 


I do not at this point propose to argue 
the question of the necessity for the use 
of federal grants or advances of federal 
credits. What I desire to emphasize is 
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that a wisely applied grant will have a 
better effect than a dubiously applied loan. 
Let us admit that our municipalities may 
be so near the debt limit that their ca- 
pacity for self-help is limited. Let us ad- 
mit temporarily at least that blighted 
properties have few resources in evidence 
on which they can draw. Under such con- 
ditions it is reasonable to expect that Con- 
gress will find a way to aid a program of 
urban redevelopment. 

I believe that the success of a policy of 
grants depends upon the wisdom of its 
direction and the economic effect which 
it produces. It must be remembered that 
policy with respect to real property and 
construction means dealing in long-term 
finance. Therefore, the long-range eco- 
nomic effect rather than the immediate 
effect, must be the guiding factor. Public 
money may justly be expended to secure 
a public benefit such as space which re- 
turns to public use or new public facilities 
which are created and put to public use. 
The public expenditure should measure 
the value of the public advantages created 
in terms of the long-range use of the fa- 
cilities. 

Even though we concede the validity of 
a federal grant to measure a change in the 
proportion of lands assigned to public or 
private use, care must be exercised not to 
make the cities directly beholden to the 
federal government. We must remember 
that cities are corporate subdivisions cre- 
ated and chartered by the states and re- 
sponsible to the states. Federal monies 
for urban redevelopment should be appor- 
tioned through the states and distributed 
by the states to municipalities in conform- 
ity with both federal and state policy. 

In considering the economic effect of 
the use of public money to measure the 
value of property transferred from pri- 
vate to public use, we must not be satis- 
fied merely by the assurance that the prop- 
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erties acquired will be put to bona fide 
public use. We must see that payments 
are applied in such a way as to liberate 
activities on the part of individuals and 
groups which will, as directly as possible, 
benefit the social and economic well-being 
of the community. 

Figure V shows the recommended re- 
distribution of space between public and 
private use. First, let us consider the size 
of the payment needed to compensate ex- 
isting property owners for rights trans- 
ferred to the public. Then, assuming that 
compensation is made in the usual way, 
consider whether or not the public is de- 
nied benefits from the transaction that it 
ought to receive. 

Apparently awards for expropriation 
have not been assumed to carry with them 
the obligation to utilize these payments to 
restore to private property the value that 
has been taken away. For example, twen- 
ty acres—or fifteen per cent—of the total 
area in Figure V are indicated for transfer 
from private to public use. This is shown 
by heavy cross-hatching. If an appraisal 
is made on the basis of the value of prop- 
erty taken away and if unconditional pay- 
ment is made to the individual owner 
without attempting to relate either value 
or payments to what is taking place, the 
result is not only to deprive the communi- 
ty of a portion of its physical assets but 
te charge the cost of this deprivation 
against the community. We used to think 
that public improvements could not be 
made unless the property remaining in 
private ownership could earn enough to 
pay off the acquisition cost of public 
space over a period of years through as- 
sessments for benefit. 

When it was found that the small areas 
directly benefited could not pay full costs, 
public policy suggested the development 
of methods for broadening the distribu- 
tion of costs. In New York the practice 
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was sometimes followed of assessing one- 
third of cost against the “local improve- 
ment district,” one-third against the bor- 
ough, and one-third against the city as a 
whole. Of course the tendency is to shift 
as much of the burden as possible to the 
larger area. Local areas are always eager 
to claim that the lion’s share of the bene- 
fit goes to the community as a whole. The 
recent demand for financial aid from the 
federal government is a part of this ten- 
dency to shift the burden of improvement. 

What takes place when money is paid 
in compensation for property taken for a 
public purpose? Figure V indicates that 
certain specific owners (represented by 
the darker shading on the figure) are 
singled out for the special privilege of 
having their existing property rights 
transformed into liquid buying power. 
These few owners are at complete liberty 
to transfer this buying power away from 
the district upon which their property in- 
terest has been dependent heretofore. 
But this free buying power, which may 
be used by the beneficiaries to demand 
commodities or luxuries, or real property 
located elsewhere, is charged back against 
the community except insofar as the com- 
munity is able to shift the burden to a 
larger area. 

Let us now suppose that a directive 
principle is applied to the compensation 
paid for the transfer of property from pri- 
vate to public use. The awards for prop- 
erty taken, instead of being made specifi- 
cally to those particular owners who are 
deprived of their existing property rights, 
may be made to the community as a whole 
in trust for those who suffer deprivation. 
When an urban redevelopment corpora- 
tion has been authorized to act for the 
neighborhood, this cash payment is re- 
ceived by the corporation and becomes the 
cash working capital of the district as a 
whole. It serves to weld it into an entity 
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and gives the district the power of initia- 
tive which it had previously lacked. The 
owners, whose former interests are shown 
by the dark shading, become proportion- 
ate owners in the whole joint enterprise. 

Let us conclude, therefore, that it is not 
good public policy to permit a few exist- 
ing owners to cut themselves off from the 
process of transforming a blighted area, 
consisting of obsolete individual proper- 
ties, into an up-to-date district planned 
for the coordination of both individual 
and group interests. In fact, were these 
particular owners, whose specific proper- 
ties are to be utilized for the route of the 
proposed express crossway, to be given 
cash, then it would follow that those own- 
ers who remain in possession of their 
properties must be compensated for such 
partial damages as they are subjected to 
in the event that they are deprived of a 
portion of their existing rights. Referring 
again to Figure V: wherever diagonal 
shading is indicated, the plan calls for the 
transfer of public property to private use. 
Where streets are returned to private use, 
abutting property is deprived of its exist- 
ing rights of access. It is possible to trans- 


late this into a monetary equivalent for 


estimated damages. If the award is made 
directly to each property owner, that prop- 
erty owner may take the award and spend 
it for purposes other than the restoration 
of his property if he sees fit. 

American courts have, however, im- 
posed a directive restriction upon awards 
for expropriation. They have established 
the principle that awards may be offset by 
assessments for benefit. Hence, a property 
owner receiving an award for damages 
may not withdraw it until the assessment 
for benefit has been determined. Assess- 
ments for benefit have in specific cases 
been greater than awards for damages. In 
such cases injustices have often been im- 
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posed because of inability of the property 
holder to realize the benefit due to inade- 
quate financial resources. 

The principle of permitting the offset- 
ting of damages against benefits is an im- 
portant one. Through redefinition of 
bankruptcy, making group proceedings 
applicable to blighted areas under condi- 
tions established by Congress, our muni- 
cipalities could require the use of awards 
for the improvement of blighted districts 
to. be held in trust during such period of 
transition as may be required for the re- 
distribution of property rights. Such a 
policy would establish the principle that 
the district having become blighted, own- 
ers in the district might be restrained 
from drawing further capital out of the 
district. Owners would, however, be per- 
mitted to enjoy the usufruct of their prop- 
erty in the form of an equivalent net use 
or compensation for use only during the 
period of replanning and redevelopment. 

In another paper we shall go further 
into the details and principles involved in 
the approach to district replanning 
through coordinated action by existing 
property owners and mortgagees. At this 
point we desire to stress the great value 
to both public and private interests of re- 
stricting the application of all expenditure 
for land acquisition to the improvement 
of the blighted district. It should be evi- 
dent that group planning and group han- 
dling of the redistribution of interests will 
permit great economies in redevelopment 
costs. It will also materially increase the 
ability of the locality to bear its propor- 
tionate share of these reduced costs. At 
the same time it will assure the applica- 
tion of all of the public funds to the im- 
provement of the district and prevent the 
dissipation of that portion of public funds 
which is used to measure the value of 
lands returning to public use. 














Reports and Comments 














Excess Profits Tax Relief for the Electric Utilities 
Under Section 722 of the Internal Revenue Code 


R. Justice Holmes was fond of saying 

that “taxes are what we pay for civil- 
ized society.” Certainly, excess profits 
taxes are a price we are paying to defend 
civilized society. 

Any tax imposed at a high rate must be 
carefully surrounded by exceptions, quali- 
fications and relief provisions to take care 
of the special and unusual cases if the tax 
is to work out fairly and equitably.2 Excess 
profits taxes particularly call for relief pro- 
visions both because of the extremely high 
rates and also because of the inherent diffi- 
culties of finding satisfactory, general yard- 
sticks for measuring “normal profits.’’* 

Section 722 is one of the most far-reach- 
ing relief provisions which has ever found 
its way into the revenue laws.* It is born 


1Compantta de Tabacos v. Collector, 275 U.S. 87 
(1927), Holmes J., dissenting, p. 100. A secretary to 
Justice Holmes, upon exclaiming “Don’t you hate 
to pay taxes!” was met by Holmes’ response, “No, 
young feller. I like to pay taxes: with them I buy 
civilization.” Frankfurter, Mr. Justice Holmes and 
the Supreme Court (Cambridge: Harvard University 
Press, 1938), p. 42. 

*The demand for simplicity in our tax laws, at 
least insofar as it is applied to taxes on business, 
is largely misguided. Our economic life is so com- 
plicated, business mechanisms and practices are so 
diversified, that only through special and elaborate 
relief provisions is it possible to avoid hardships and 
to approximate equity among taxpayers. 

*The present excess profits tax adopts two yard- 
sticks for “normal profits’: (1) 95% of the 1936- 
1939 average earnings of the corporation; or (2) 
5% to 8% of the corporation’s invested capital. 
The taxpayer obtains the benefit of the higher of 
the two credits. During World War I only. the 
invested capital method was used. Cf., Kenneth J. 
Curran, Excess Profits Taxation (Washington: 
American Council on Public Affairs, 1943), ch. vi. 

“For general discussions of Section 722, see James 
K. Polk, “Excess Profits Tax Relief,’ Taxes: The 
Tax Magazine, August, 1943, p. 432; Merle H. Mil- 
ler, “Relief Provisions of the New Excess Profits 


of a desire to do equity among taxpayers. 
Congress has designated the 4 years, 1936 
through 1939, as its measuring rod for nor- 
mal profits for purposes of the earnings 
credit. The purpose of Section 722 is to 
grant additional credits to taxpayers whose 
1936-to-1939 earnings do not provide a fair 
measuring rod of normal earnings: and, in 
consequence, are subjected to excessive and 
discriminatory excess profits taxes. 

The years 1936 to 1939, taken as a whole, 
were years of moderate prosperity. The first 
part of 1937 was a very good period for 
business generally, a large part of 1938 was 
a poor period; the other two years, 1936 
and 1939, were moderately good years. 
These 48 months were intended to cover 
the length of a normal profits cycle for bus- 
iness as a whole. 

A company entitled to use the average 
earnings method may obtain relief under 
Section 722 if it can show that its tax is 
“excessive and discriminatory” and that its 
base period net earnings do not adequately 
reflect its normal earnings for one or more 
of five reasons: (1) unusual physical inter- 
ruptions of normal operations during the 
base years; (2) unusual temporary eco- 
nomic circumstances; (3) variations during 
the base period in the profits cycle in the 
taxpayer’s industry from the cycle for in- 
dustry generally; (4) changes in the char- 
acter of the taxpayer’s business or the com- 
mencement of business; (5) other causes of 
inadequate earnings consistent with the 
general pattern of Section 722. I propose 
to consider these five major categories of 
relief under Section 722 in relation to the 
power and light industry. 


Tax Act,” op. cit., April, 1943, p. 195; Paul D. Seg- 
hers, “Excess Profits Tax Relief Claims Under Sec- 
tion 722,” The Journal of 4ccountancy, August. 
1943, p. 96. 
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.1.. Interruption or Diminution of Normal 
Production, Output or Operation During 
or Immediately Prior to Any of the 
Base Period Years 


This section deals with physical events 
which cause interruption or reduction of 
operations or output. The events must be 
“unusual and peculiar” in the experience of 
the taxpayer. — 

What types of physical events occurred 
during 1936 and 1939 to interrupt or reduce 
normal electric utility operations? Fires, 
explosions, hurricanes, lightning, unusual 
storms—these are typical of the type of oc- 
currence encompassed by the first category 
of relief. An exceptionally dry season 
which reduced the output of a hydro-electric 
plant and made it necessary to resort to a 
standby steam plant would fall in this cate- 
gory. Likewise, in the case of companies 
which buy power from others, if casualties 
' struck the ‘generating plant or facilities of 
the taxpayer’s power-supplier during the 
base period, a foundation might be laid for 
a Section 722 application. 

Moreover, throughout a consideration of 
the application of Section 722 to the electric 
light and power industry, it is important to 
bear in mind that the industry is essentially 
a service industry depending for its sales 
upon the requirements of the industrial, 
commercial and domestic community. As 
a result, electric light and power consump- 
tion may be interrupted either by events 
directly affecting the industry’s own pro- 
duction, or indirectly through a curtailment 
of the demand for electricity by reason of 
fires, floods, lightning storms or other cas- 
ualties which strike large industrial users or 
the community generally. 

Having found a physical event which in- 
terrupted normal output or operations, or 
which increased costs, the taxpayer must 
show that the event was “unusual and pe- 
culiar.” A representative period in the tax- 
payer’s experience should be taken—per- 
haps four or five years before the disrupt- 
ing occurrence and several years thereafter 
—and it must be demonstrated that no 
events of comparable character or severity 
regularly occurred. 

The event causing reduced production or 
operations need not have occurred during 
the base period. The statute, at this point, 


refers to events occurring “either immedi- 
ately prior to, or during” the base period.5 
How far back may one go to find an event 
“immediately prior to” January 1, 1936? 
The illustrations given in the Senate Fi- 
nance Committee report appear to warrant 
considering an event in 1934.6 In other 
words, this is a flexible term. An event 
occurring during a reasonable period prior 
to 1936 may be sufficient, provided its effect 
on the base period years can be established. 


IT. Business of the Taxpayer Depressed 
During the Base Period Because of 
Temporary Economic Circum- 
stances Unusual.to the 
Taxpayer ° 


The second category of relief under Sec- 
tion 722 enters into the field of economic 
events, whereas the first category relates to 
physical events. It relates to temporary de- 
pressions, either in the taxpayer’s particu- 
lar business or in the industry generally, be- 
cause of temporary and unusual economic 
events or circumstances. 

This provision may be illustrated by the 
case of a company which lost an important 
source of power supply during the base pe- 
riod because its power-supplier had ex- 
panded its own business.. The company 
proceeded to erect an auxiliary plant to pro- 
vide for its needs. In the meantime, it was 
obliged to obtain the required power from 
more expensive sources. Or the company 
may have been disposing of its own excess 
power to another company which erected 
its own plant during the base period. For 
some months during the base period it 
thereby lost important revenues until it was 
able to find a new outlet for the excess 
power. Such events would appear to be un- 
usual economic circumstances which de- 
pressed the business and made the base pe- 
riod an inadequate yardstick for measuring 
the company’s normal earnings. 

Rate reductions may be another type of 
economic event which may warrant relief 
under this subsection of 722. It is often 
asserted that rate reductions do not neces- 

5Section 722 (b) (1). 

*Report of the Senate Committee on Finance, 
H. R. 7378, Rep. No. 1683, 77th Cong. 2nd Sess., 
p. 200. 
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REPORTS AND COMMENTS 


sarily mean lower aggregate profits; that 
sales of electricity tend to increase in vol- 
ume, which offsets the effects of lowered 
rates.? Without engaging in a discussion of 
this controversy, it is important to point out 
the possible applicability of Section 722 to 
such a situation. One thing seems clear—if 
a company is to recapture the unit profit lost 
through a rate reduction by increased sales, 
it is unlikely to achieve that result at once. 
Necessarily, there will be a lag for promo- 
tion, for sales of appliances, for changes in 
customers’ habits, for the attraction of new 
industrial customers by lowered rates, etc. 
This period of readjustment, as a result of 
a rate reduction, would thus appear to be 
a temporary economic circumstance which 
depressed the taxpayer’s business.and which 
warrants relief under Section 722. 


Methods of Reconstructing Base Period 
Earnings in Cases of Physical Interruptions 
of Operations or Temporary Depressing 
Economic Circumstances. Once a company 
has found a physical or economic event 
which makes its base period earnings in- 
adequate and which results in an excessive 
or discriminatory tax, the job is by no 
means completed. It still has one important 
step to take before it can qualify for relief 
under Section 722. It must establish, to use 
the words of the statute, “what would be a 
fair and just amount representing normal 
earnings.”® The company’s earnings must 
‘be reconstructed by eliminating the effects 
of the physical or economic events which 
disturbed normal operations. For this pur- 
pose, the company’s experience in terri- 
tories unaffected by the disturbing events, 
its sales and profits in earlier or later “nor- 
mal” years, and the experience of either the 
industry generally or of other companies 
operating in comparable areas may be util- 
ized. 


> 


"See John M. Bryant and Raymond R. Herr- 
mann, Elements of Utility Rate Determination (New 
York: McGraw-Hill Company, Inc., 1940), p. 236. 

*Section 722 (a). 
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III. Depression During the Base Period 
Because the Profits Cycle in the Tax- 
payer's Industry did not Coincide 
with the Profits Cycle of 
Business Generally 


I intend to pass over this extremely in- 
teresting and widely discussed provision® 
with only a word or two because, in general, 
I do not believe that it has any important 
application to the electric light and power 
industry. Unlike the categories of relief dis- 
cussed up to now, this variant cycle provi- 
sion relates solely to economic facts in the 
industry generally; it does not relate to 
developments merely in the particular tax- 
payer’s business. My examination of the 
statistics of production, sales of electricity 
and the earnings of the industry in relation 
to the business and profits cycle of indus- 
try generallv has led me to believe that the 
profits cycle in the electric industry com- 
pared not unfavorably with that of indus- 
try generally during the base period.!° In- 
deed, it is difficult to see how the result 
could be otherwise in an industry which, day 
by day, provides the power that turns the 
wheels of national production and lights the 
offices and stores in which the country’s 
commerce is carried on and the homes in . 
which our people live. It is because sales of 
electricity are a mirror of the economic life 
of the community that such sales are often 
used as a component of general business 
indices. Accordingly, the variant business 
cycle provision of Section 722 does not seem 
to me to afford a fruitful source of relief 
for the electric light and power industry. 


IV. Changes in Character of the Taxpayer's 
Business or a Commencement of Busi- 
ness During or Immediately Prior To 
Base Period with Normal Operations 
Inadequately Reflected During the 
Base Period 


Up to now, we have been discussing sub- 
normal production or output, or depressed 


*See, e.g., Frank E. Seidman, “Excess Profits Tax 


Relief in ‘Variant Profits Cycle’ Cases,” Taxes: The 
Tax Magazine, August, 1943, p. 422. 

See “A Nation-Wide Survey’ of Public Utility 
Progress,” Moody’s, Public Utilities (1942), p. a-1, 
et seq.; “The Electric Light and Power Industry in 
the United States (1942),” Edison Electric Institute 
Statistical Bul. 10. 





152 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


business, which made the base years an in- 
adequate measure of normal profits. Sub- 
section 4 of the statute deals with another 
problem—changes in the character of the 
business with the result that the base period 
business is dissimilar in character from the 
current business; hence, the earnings of the 
business during the base period are un- 
representative of the current business. 

This term, “change in the character of 
the business,” is defined in greater detail by 
the statute than any of the other Section 
722 relief categories. The statute declares 
that the term includes the following: (a) 
A change in the operation or management 
of the business. (b) A difference in the 
products or services furnished. (c) A dif- 
ference in the capacity for production or 
operation. (d) A difference in the ratio of 
non-borrowed capital to total capital. (e) 
The acquisition before January 1, 1940, of 
the assets of a competitor, thereby dimin- 
ishing or eliminating competition. This is a 
provision of wide scope and I believe of 
great importance to many companies in the 
electric light and power industry. 

Just as in the case of physical interrup- 
tions in operation or production, changes in 
the character of the business may have oc- 
curred either during, or immediately prior 
to the base period. The provision goes one 
step further. Even if the change in the 
character of the business occurred after De- 
cember 31, 1939, the taxpayer may still ob- 
tain relief provided the company was com- 
mitted to the change before that date. 

Of course, the change itself will not suf- 
fice unless it can be shown that the change 
resulted in lower costs, larger revenues, or 
higher profits. Also, it must be shown that 
the change occurred well after the base pe- 
riod began or that its base period earnings 
are not fairly representative of the business 
after the change had taken place because of 
the time lag required to reflect the effects 
of the change in the company’s busniess. 

Some changes which have occurred in the 
industry which may lay a foundation for 
application of Section 722 are enumerated 
in the following paragraphs: 


(1) A change in the character of power genera- 
tion, e.g., from steam to hydro-electric power gen- 


™Section 722 (b) (4). 


eration, being made either by the company or by 
its source of power supply. 

(2) The building or acquisition of the company’s 
own power generation sources in cases where it 
bought power previously; or a change in its source 
of purchased power. This latter factor may be of 
considerable importance to companies in the south- 
eastern area which now purchase power from the 
T.V.A. 

(3) Technical changes or improvements in boil- 
ers, generators, substations, or other equipment. 

(4) Improvements in methods of operation of 
power plants, lines, etc., such as increases in pri- 
mary voltage or transmission voltage, or changes in 
current from direct to alternating. 

(5) A change in the type of fuel used for power 
generation. 

(6) Changes in commercial management such as 
substitution of central billing, a shift from hand 
billing to machine billing, or a change in sales of 
appliances from direct merchandising to dealer co- 
operation. 

(7) The establishment of a new management 
which adopted new operating, promotional or rate 
policies and which resulted in increased earnings. 


A word should be said about one impor- 
tant change in management—which has 
taken place in the industry since 1935. I 
refer to the striking changes made in the 
relations between service companies and op- 
erating companies in utility systems. For 
example, in the Associated Gas and Electric 
System, operating companies for many 
years paid excessively high prices for engi- 
neering, financial, management, corporate, 
and other services rendered by the so-called 
Hopson Companies.'* Indeed, they often 
paid for services they did not get—and re- 
ceived services they did not need.4* Under 
the regulations of the Securities and Ex- 
change Commission and of some state regu- 
latory commissions, that situation has been 
largely, if not entirely, cleaned up in the 
industry.1* If a change in service company 
policies was made which did not adequately 
reflect the lowered net costs to the company 
by January 1, 1936, it may have a basis for 


"See Matter of New York State Electric & Gas 
Corporation v. N. Y. Public Service Commission, 
Case No. 9587, Dec. 30, 1940, p. 162, et seq. 

8 Ibid. o 

“See the rules issued by the Securities and Ex- 
change Commission for the regulation of service 
company charges under the Public Utility Holding 
Company Act of 1935, as amended; Rule U-8/, 
et seg. 
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relief under Section 722, attributable to a 
change in the operation or management of 
its business. 

Difference in the Products or Services 
Furnished. In general, of course, electric 
light and power companies have not changed 
the basic product they furnish, namely, 
electricity. However,, there are several re- 
lated services furnished by many companies 
in the industry in which there may have 
been important changes. A company may 
have given up or may have entered for the 
first time into any one of the following busi- 
nesses: gas, street railway, water, or ice. 

Differences in the Capacity for Produc- 
tion or Operation. Changes which have oc- 
curred in the industry with respect to 
capacity for production or operation can be 
summarized thus: (1) Expansion of power 
generation facilities, either by the company 
itself or by the source from which it buys 
power. (2) Extension of transmission fa- 
cilities to new areas or a substantial in- 
crease in facilities in old areas. (3) Avail- 
ability of surplus or dump power. 

Difference in Ratio of Non-borrowed 
Capital to Total Capital. This is a provision 
which may be of special interest to utilities. 
As a result of the action of the Securities 
and Exchange Commission—and for other 
reasons—many utility companies now have 
a smaller ratio of borrowed to total capital 
than in days gone by.’® 

If a company reduced its debt or replaced 
it with stock during the years 1936 to 1939, 
there may have been a basis for relief under 
‘this provision. Earnings during the base 
years would have been lower than for com- 
parable current operations, since interest de- 
ductions theretofore available would have 


* Although it was not until its decision in the 
El Paso Electric Company case (8 S. E. C. Rep. 
366), promulgated on December 8, 1940, that the 
Securities and Exchange Commission definitely an- 
nounced its policy that, in connection with refinanc- 
ings of operating utility companies, it would require 
“a reduction of the ratio of debt to net property 
and of debt to total capitalization to a reasonable 
kvel” (8 S. E. C. Rep., at p. 378), nevertheless, its 
decisions, at least as far back as 1937, had clearly 
indicated its views that a higher ratio of common 
stocks to total capitalization than prevailed in many 
utility systems was desirable (see cases cited in 
Appendix to El Paso decision, 8 S. E. C. Rep., at 
p. 383). ; 
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been eliminated by the change. The later 
in the base period that such a change oc- 
curred the greater the reduction in base pe- 
riod earnings.!® ; 

Acquisition of Assets of a Competitor be- 
fore January 1, 1940. This situation (where 
a company acquired the assets of a competi- 
tor before January 1, 1940 and thus dimin- 
ished or eliminated the competition) is not 
a general one in a non-competitive indus- 
try; but it does happen occasionally. For 
example, dual electric light systems existed 
for many years in Erie, Pennsylvania. That 
competitive situation was eliminated recent- 
ly by the acquisition of the Erie County 
Electric Company by Pennsylvania Electric 
Company. 

Other Changes. The provision granting 
relief in cases of a change in character or 
the commencement of a business is not lim- 
ited to the five categories discussed above. 
The statute refers broadly to situations in 
which the taxpayer “commenced business 
or changed the character of the business and 
the average base period net income does not 
reflect the normal operations for the entire 
base period of the business.”’!7 The five cate- 
gories referred to are specific provisions 
which (the statute declares) the term 
“change in the character of the business” 
includes but the enumeration is not exclu- 
sive. 


Method of Reconstructing Base Period 
Earnings in Cases of Change in the 
Character of the Business 


After a company has established that a 
substantial, essential change in the charac- 
ter of its business (as defined by Section 
722) which resulted in subnormal earnings 
occurred during the base period, it is con- 
fronted with the problem: How are the base 
period earnings to be reconstructed? 


%*Tf the increase in equity capital occurred after 


December 31, 1939, the taxpayer does not fall within 
the provision; and even if the company had been 
committed to such a change prior to that date, it 
probably will obtain no relief under Section 722. 
But in fact the company does obtain an additional 
earnings credit under the statute—not by reason of 
Section 722 but because taxpayers obtain an addi- 
tional earnings credit of 8% of the amount of capi- 
tal additions made after December 31, 1939. 
Section 722 (b) (4). 
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Two-Year Push-Back Provision. All such 
changes are divided into two categories, de- 
pending upon whether the business, by the 
end of the base period, reached the earnings 
level it would have reached had the change 
taken place two years earlier. If that earn- 
ings level was reached, the entire base pe- 
riod earnings must be reconstructed by ref- 
erence to such earnings level. If not, the 
base period earnings are to be reconstructed 
on the assumption that the change took 
place two years prior to the actual event. 


(1) Cases in Which the Base Period 
Earnings Reached the Push-Back Level. 
This point deserves illustration. Suppose 
that on January 1, 1937, a company put 
into operation a new transmission line and 
a new substation in a residential or rural 
area never before served. For months there- 
after it engaged in extensive promotion 
work, both to obtain new customers and to 
increase their consumption by the use of 
electrical appliances. During this period of 
development the company’s selling costs 
were excessive and its sales of electricity 
low although gradually rising. By January 
1, 1939, earnings in the area had reached 
a more-or-less stable level; they had gone 
beyond the pioneering stage and had reached 
a point of normal operations. 

The base period year 1939 would thus 
constitute a full year of normal operations 
after the change had taken place. That 
year’s operations would then become the 
yardstick for measuring the company’s nor- 
mal earnings after the change had been com- 
pleted. It would thus use the 1939 earnings 
as the constructive base period earnings for 
all 4 base years after, of course, adjust- 
ments were made for general economic dif- 
ferences between 1939 and the preceding 3 
base years, and for any other special factors 
affecting the earnings of the 3 earlier years. 

(2) Cases in Which the Base Period 
Earnings Did Not Reach the Push-Back 
Level. Now let us turn to situations in 
which the base period earnings did not 
reach the level which would have been at- 
tained had the change been made two years 
prior to the actual date of change. Take the 
same illustration used before. How do we 
proceed now? 

We first apply the two-year push-back 
provision; that is, we are permitted to re- 


construct base period earnings on the as- 
sumption that in fact the change in the 
character of the business occurred, not on 
January 1, 1937, but on January 1, 1935, 

This means that, to reflect the effects of 
the new development, we take the company’s 
experience with the new development in 
1937 and apply that year’s results to 1935— 
a year of no special interest in this matter, 
Then we graft the company’s 1938 experi- 
ence onto the actual 1936 earnings and its 
1939 experience onto 1937 earnings. We 
must again make adjustments for other gen- 
eral economic or special differences between 
1938 on the one hand and 1936.0n the other 
—and likewise, between 1939 and 1937. 

What is to be done about 1938 and 1939? 
To find the effects of the development upon 
those years, after they have been pushed 
back, would seem to require a consideration 
of the company’s experience in 1940 and 
1941. But the statute provides that we may 
not consider events and conditions after De- 
cember 31, 1939 (with exceptions not here 
relevant) in building up constructive aver- 
age base period income. Of course, in gen- 
eral that makes good sense, since earnings 
of the years after 1939 were greatly affected 
by the war and by our national defense pro- 
gram. How, then, are we to measure what 
would have happened in the business in 1938 
and 1939 if the change had occurred in 1935 
instead of 1937? I think the answer is that, 
while a company may not seek relief under 
Section 722 for events occurring after 1939, 
it may in fact look to the actual growth of 
the new development in 1940 and 1941 in 
reconstructing earnings but it must discount 
that growth for the events and conditions in 
1940 and 1941 attributable to the war and 
to national defense expansion.!* Through- 
out, the previous experience of the taxpayer 
and the experience of other utilities engag- 
ing in comparable developments in peace- 
time may be considered.1® 


*For the views of Randolph E. Paul, formerly 
General Counsel to the Treasury, see his address on 
Section 722, made on May 10, 1943, to the New 
York Society of Certified Public Accountants. 
C.C.H. 1944 Standard Federal Tax Service, Par. 
5142 E. 05 et seq. 

Section 722 contains a provision which is de- 
signed to prevent a duplication of credits. If a com- 
pany in 1940 and 1941 had issued $1,000,000 worth 

(Continued on page 155) 
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V. “Inadequate Standard of Normal 
Earnings” Provision 


This is the catch-all provision. Its. lan- 
guage is broad; its qualifying provisions 
point to the purposes, principles and limita- 
tions of the provision generally. By its very 
nature this provision covers a great variety 
of situations. It may be used either stand- 
ing alone or as added support for a claim 
which may or may not fall precisely within 
one of the more specific provisions. 


New Industries in the Area Served and 
New Methods of Operation. Some situa- 
tions may be mentioned in the electric light 
and power industry. Suppose that prior to 
1936 there were no chemical plants in a par- 
ticular area and that during the next 3 or 4 
years one of the towns in the area became 
a thriving chemical town. A new industry 
has thus come to the area. The earnings for 
the earlier part of the base period do not 
adequately reflect the expanding power 
sales; and during the latter part of the base 
period the business attributable to this 
change may not have reached anything like 
current proportions. Such a development 


may qualify as a change in the character of 


the business under subsection 4, perhaps un- 
der the general language of that subsection, 
if not under any of the five enumerated 
categories. The company may argue that it 
was not in the business of serving chemical 
plants before this change and, of course, if 
it had to expand its capacity for operation 
or production, by express definition there 
would be a change in the character of the 
business. But in the absence of such an 
expansion it would appear that this change 


of new capital stock in order to complete the con- 
struction of its facilities in a new area, in computing 
its earnings credit, without reference to Section 722, 
it would obtain an increased credit of 8% of this 
new capital, or $80,000 (Section 713 (g) ). In that 
case, the constructive earnings built up for 1938 and 
1939, by reference to the 1940 and 1941 earnings, 
would in fact be in part attributable to new capital 
for which the company obtains a credit without 
reference to Section 722. To avoid this duplication, 
the regulations require the taxpayer to reduce the 
constructive average base period income for the 
years in question by 8% of the increased capital 
paid in after 1939. 
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in the area served if it did not constitute a 
change in the character of the business is so 
significant a factor in making its 1936-to- 
1939 earnings unrepresentative of its nor- 
mal earnings, after the chemical plants de- 
veloped, as to bring the change within the 
catch-all provision. The same might be said 
of an important change in the method of 
operating an industry in an area which re- 
sulted in increased sales, such as the con- 
version of industrial plants to central sta- 
tion service. 


Termination of Appliance Sales and of 
Promotion. There is one other specific mat- 
ter to which I should like to refer under the 
catch-all provision. During the years 1936 
to 1939 many companies sold electrical ap- 
pliances and many spent substantial sums in 
promoting the sales and use of these appli- 
ances. At least some companies in the in- 
dustry made expenditures for this sales and 
promotion work substantially in excess of 
any return during the base period in re- 
ceipts from sales of appliances or of addi- 
tional power. By the end of 1941, and cer- 
tainly by 1942, appliance sales had dropped 
to a minimum and promotional expendi- 
tures had largely ceased. Also, the company 
may have granted free wiring subsidies in 
order to develop the electric water heating 
business. 

Now, note the results. The company spent 
money on promotion and sales of appliances 
and on subsidies, primarily to obtain in- 
creased power sales not only in 1936, 1937, 
1938 and 1939, but for the years following. 
These expenditures decreased base period 
earnings ; the company made no comparable 
expenditures during current years and yet 
its sales of electricity and income have in- 
creased during current years because of the 
expenditures made in the earlier years. 

This change may not precisely fit the lan- 
guage of Section 722 (4) but the catch-all 
provision may provide the answer. That 
provision may perhaps permit the company 
to increase its base period earnings by allo- 
cating a part of the net costs of appliance 
sales and attendant promotional expenses to 
the post-1939 period. Perhaps it would be 
justified in spreading these costs over an 
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average of the expected life of the appli- 
ances sold.?° 


* There are several other relief provisions in the 
excess profits tax law which are important—con- 
sidered alone and in relation to Section 722. These 
are: (1) the 75% clause for the lowest base period 
year (Section 713 (e) ). Under this provision the 
earnings for the poorest base year may be increased 
to 75% of the average earnings for the other 3 
years, deficits being taken into account in the com- 
putation. (2) The growth provision (Section 713 
(f) ). If the earnings for the last half of the base 
period exceed those for the first half, you may in- 
crease the earnings of the last half by 50% of the 
excess. (3) Abnormal deductions during the base pe- 
riod. Section 711 (b) (1) contains a number of 
important provisions which provide for adding back 
abnormal deductions. Subdivisions (J) and (K) 
afford more or less general relief, within stated 
limitations, for deductions generally abnormal either 
in amount or as to class. 

If base period earnings are reconstructed under 
Section 722, may the taxpayer also add the effects 
of the 75% provision for the lowest base period 
year, the growth provision, and abnormal deduc- 
tions, or are the two types of relief mutually ex- 
clusive? The Treasury’s answer is: “It depends.” 
(Section 35.722-2(b) (1) and (3), Regulations 112). 
In a word, the Treasury has said that a taxpayer 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


Conclusion 


We have been dealing with a new piece 
of legislation which has broad purposes and 
is necessarily couched in general language, 
Because of its great fiscal importance both 
to industry and to the Treasury it is likely 
to be embroidered by many rulings and in- 
terpretations. The provisions for appeal to 
the tax court will also mean a host of judi- 
cial decisions. Years will elapse before any- 
thing like the definite contours of Section 
722 can be painted. All we can do now is to 
sketch the provision in broad outline and to 
point arrows to a few significant factors in 
the electric light and power industry. 


JEROME R. HELLERSTEIN 


Tax Counsel to the Trustee of 
Associated Gas and Electric Company 
and Trustees of Associated Gas and 
Electric Corporation 

New York City 


may not use both sets of relief provisions as a 
matter of right, but in a proper case the Treasury 
will allow both types of relief. 


Post-War Planning for Yorkville: IV.Toward 
Post-War Housing 


"Tova. in a war economy, plans are 
being made for the redevelopment of 
cities in the post-war world. These plans 
are of interest to diverse groups. Local and 
federal governmental agencies sponsoring 
various forms of urban rehabilitation, for 
example, must of necessity get essential data 
on “sore spots.” In New York State, on 
the heels of the Urban Redevelopment Com- 
panies Law of 1943, banks and insurance 
companies having funds to invest in large- 
scale housing projects are interested in ob- 


* This article concludes a series of four studies 
which have been appearing in this Journal: The 
first (November, 1942 issue) analyzed land planning 
and zoning in Yorkville; the second (August, 1943 
issue) discussed population; the third (November, 
1943) dealt with housing in transition. 


taining as much information as possible on 
appropriate areas for reconstruction. The 
owner of a building located in a slum or 
blighted area is anxious to know whether or 
not the proposed changes include his prop- 
erty. The family now living in a sub-stand- 
ard house which is to be torn down asks: 
Into what other cheap accommodations can 
we move? Must we leave the neighbor- 
hood? 


Redevelopment in Yorkville 


Just where should redevelopment occur 
in Yorkville (that section of Manhattan 
bounded by Central Park and the East Riv- 
er, and 63rd and 91st Streets) ? The answer 
is east rather than west of Third Avenue. 
Substandard housing is concentrated in the 
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east area; high rental, elevator-equipped 
structures are in the west area. In the lat- 
ter, according to the 1940 census, average 
monthly rentals were approximately $150 in 
contrast to about $35 in the east area. Not 
even the superficial observer would suggest 
that the Fifth Avenue ‘residential structures 
which front on Central Park, with land val- 
ues ranging from $4,100 to $5,000 per front 
foot, are candidates for demolition. Al- 
though land values are lower on Park and 
Madison Avenues—from $2,400 to $4,500— 
the generalization still holds. Residential 
buildings on the streets adjacent to these 
avenues are also of the high rental type. The 
majority of the families who live in these 
structures fall into the upper two-per-cent- 
of-the-income brackets in the United States. 
New construction or remodeling in the 
west area can well be left to private initia- 
tive which seeks investment with the hope 
of good return. This type of housing must 
of necessity be restricted to those who can 
afford to pay high rentals. Thus, in all 
probability the west area of Yorkville will 
continue to be the gold coast of New York 
City. Immediately east of the gold coast, 
however, are three sore spots which are ap- 
propriate for housing redevelopment. Net 
returns from such a rehabilitation will be 
limited or will depend upon subsidy; re- 
sults, however, will take the form of social 
dividends not only for the population re- 
housed but for the larger community. 


Three Sections for Demolition 
in East Yorkville 


Specific sections for redevelopment are 
not always apparent to the casual observer. 
In the east area of Yorkville, for example, 
the foreign-born populations—constituted 
primarily of Germans, Czechs and Austri- 
ans—evidence the characteristics of cleanli- 
ness and thrift which are an inherent part of 
the social heritage of these people. As a re- 
sult, their dwellings often appear less dilapi- 
dated than do structures of comparable age 
in other sections of New York City. It is 
essential, therefore, to give weight not only 
to observations but to a series of variables 
which measure the extent to which a section 
is in need of redevelopment and which indi- 
cate, in addition, whether or not such change 
is economically feasible. 

On the bases of a number of such “meas- 
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- uring rods” applied in the area of York- 


ville located east of Third Avenue, it be- 
comes apparent that three sections are es- 
pecially in need of post-war “face lifting.” 
One of these (Section A) including six 
blocks located between Third and York 
Avenues, and 69th and 71st Streets, offers 
interesting possibilities for a low rental 
housing project. The second, Section B, 
encompasses fifteen blocks located between 
Third and York Avenue, and 73rd and 78th 
Streets. In an effective post-war redevelop- 
ment program the characteristics of this 
area suggest that it would lend itself to eith- 
er medium- or low-rental housing. 

The third, Section C, embraces twenty 
blocks located between Third and East 
End Avenues, and 80th and 85th Streets. 
Within this area are many rooming houses 
attracting a floating population. In the 
years immediately preceding World War II 
some old-law tenements were remodeled in- 
to multi-family dwellings for higher income 
groups. In contrast, on the edge of this 
area (between 78th and 79th Streets and 
overlooking the East River) is City and 
Suburban Homes—a project designed, at 
the beginning of the 20th century, to pro- 
vide accommodations for low income fami- 
lies. If Section C were reconstructed with 
either low- or medium-rental housing, there 
would no doubt be some dispersion of the 
concentrated German colony which at pres- 
ent gives the section much of its local color. 


Recommendations of Other Studies 


As long ago as 1938 the Mayor’s Com- 
mittee on City Planning designated the ma- 
jor part of the eastern area of Yorkville 
as “appropriate for demolition and recon- 
struction.” In January of 1940 the City 
Planning Commission adopted as part of 
the Master Plan of the City of New York 
a map showing “Sections Containing Areas 
for Clearance, Replanning and Low Rent 
Housing.” This was amended in 1942.2 On 


?Mayor’s Committee on City Planning, York- 
ville Community Study, New York City, 1938 
(mimeographed). 

* City Planning Commission, Master Plan of Sec- 
tions Showing Areas for Clearance, Replanning and 
Low Rent Housing Including Approved Housing 
Projects and a City-Wide Map Thereof, City of 
New York, September 22, 1943. 
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TaBLe I. NuMBER OF STRUCTURES, NUMBER AND AGE OF DWELLING UNITs, AND 
RANGE OF AVERAGE BLocK RENTALS: YORKVILLE, 1940* 


(Three Sections Proposed for Clearance) 
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* Source: 16th Census of the United States, Housing, Manhattan Borough, New York City, Block Statistics, Washington, 


1942, 


the 1942 map the recommendations for 
Yorkville include only part of the territory 
designated for demolition by the Mayor’s 
Committee in 1938. For the most part the 
block statistics of the 1940 Census substan- 
tiate both sets of conclusions. 

Sections A, B and C—chosen in this 
study for demolition—are selected according 
to block statistics and are not identical with 
those proposed by either the Mayor’s Com- 
mittee or the City Planning Commission. 
All blocks in which recent remodeling or 
new construction has taken place, sufficient 
to result in high average rentals, were omit- 
ted from the three sections selected. 


Significant Factors in Demolition 


Obsolescence. In Yorkville, as in other 
parts of Manhattan, antiquity in tenement 
houses is synonymous with obsolescence and 
structures depreciate rapidly rather than 
mellow with the passage of time. In the 
largest of the three areas proposed for 
demolition (Section C), four-fifths of the 
dwelling units are in buildings which were 
constructed in 1899 or earlier. The total 
assessed value of the buildings in this section 


is $13,500,000, about one-fifth less than that 
of the land (Table II). In the next largest 
section (B), immediately south, more than 
half of the dwelling units are of this same 
ancient vintage. In this case the buildings 
and the land have approximately the same 
value, about $11,000,000 each. 


Dwelling units in relatively new struc- 
tures, those built since 1920, are practically 
non-existent (less than two per cent) in 
Section C; in Sections A and B they are 
17 and 12 per cent, respectively (Table 1). 
In the case of the former this is consistent 
with the total assessed value of buildings, 
which is $6,200,000 as compared with total 
land values of $4,600,000. 

Low Rentals. With the exception of the 
few subsidized governmental housing pro- 
jects in New York City in 1940, low rentals 
connoted accommodation in old buildings 
and the accompanying lack of such facilities 
as private indoor toilets, central heat, and 
mechanical refrigeration. 

In all three sections recommended for re- 
development there were blocks in which the 
average monthly rentals were as low as 
$22. In none of them was the average above 


‘$47. Specifically, in Section A three of the 





six b 
Secti 
avers 
block 
trict) 
and 

had» 
block 
$35. 


H 
ville, 
nues 
land 
Beca 
deve 
the | 
age | 
prop 
three 
asses 


REPORTS AND COMMENTS 


six blocks had average rentals under $30; in 
Section B seven of the fifteen blocks had 
average rentals of $30 or less and only one 
block (in the southwest corner of the dis- 
trict) had an average rental as high as $47; 
and in Section C six of the twenty blocks 
had similar rentals and an additional eleven 
blocks had average rentals between $30 and 
$35. (Chart 1) 


High Land Cost. In general in York- 
ville, as in Manhattan as a whole, the ave- 
nues running north and south have higher 
land values than do the east and west streets. 
Because.the standard gridiron plan of street 
development results in long east-west blocks, 
the higher assessments applicable to front- 
age on the avenues affects a relatively small 
proportion of the total land area. In the 
three sections under discussion the range of 
assessed values along the avenues is from 
$540 to $1,400 in contrast to a range from 
$360 to $760 for the east and west streets. 
The upper limit of the land values for 
streets would be higher if the 100-foot east 
and west traffic arteries (72nd, 79th and 
86th Streets) were included. However, in 
selecting the three sections for redevelop- 
ment, land bordering on these three streets 
was omitted. The combination of residential 


159 


and retail business in the newer structures 
fronting on them results in assessed valua- 
tions of land higher than some of those on 
the avenues. . 

Demolition followed by planned housing 
redevelopment for the low or middle in- 
come groups is practicable only if land can 
be assembled at not too great a cost. Gov- 
ernmentally subsidized housing projects in 
New York City, such as Williamsburg 
Houses (Brooklyn), assembled land at 
about $4.13 a square foot, and Vladeck 
Houses (Manhattan) at about $3.88. There 
is no land in any of the three sections which 
is at present assessed as low as that used 
for Vladeck Houses. The cheapest land is 
in sections A and B, between York and 
First Avenues (Chart 2). In Section A this 
includes an area of only two blocks for 
which the average assessed values per 
square foot are $4.71 and $5.43. In Section 
B there are five blocks in which the average 
assessed values range from $4.12 to $5.19. 
When the average assessed valuations per 
square foot are computed for the three sec- 


*New York City Housing Authority, Seventh An- 
nual Report, 1940, pp. 8, 9. 


TaBLE II. AssEsSSED VALUATIONS OF LAND AND BUILDINGS IN DOLLARS: YORKVILLE* 


(Three Sections Proposed for Clearance) 
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16,452,950 6.39 29,936,850 9.6 

















*Source: *Tentative Land Values Maps, City of New York, for fiscal year July 1, 1944-June 30, 1945: New York City 


Tax Department, February 1, 1944. 
York City Tax Department. 


> Tentative Assessed Valuations of Real Estate Indicated by Parcel Numbers: New 
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Cart 1. THE 1940 AveRAGE MontTHLty RENTALS IN 
Do.iars PER DwELiinc Unit By BLOcKs IN THREE 
SEcTIONS PROPOSED FOR DEMOLITION AND REDEVEL- 
OPMENT, YORKVILLE. 


Source: 16th Census of the United States, Population and 
Housing, Statistscs for Health Areas, New York City; 


Code: Number enclosed in circle in upper left-hand corner 
designates health area. Figure given where city block is 
indicated is the 1940 average monthly rental for dwelling 
units located in that block. 


tions, they are $6.12 for the six blocks in 
Section A, $6.05 for the fifteen blocks in 
Section B, and $6.39 for the twenty blocks 
in Section C. (Table II) 

Extent of Tax-Exempt Property. Tax- 
exempt structures are generally not candi- 
dates for demolition. They usually include 
property owned and operated by philan- 
thropic organizations as well as that be- 
longing to governmental units. In Section 
A, 17.5 per cent of the property is tax ex- 
empt. Within its boundaries are the Lenox 
Hill Neighborhood House (which has long 
been carrying on a community betterment 
program), the Kips-Bay Yorkville Health 
Center (a family welfare agency) and a 
home for the aged. In Section B, 9 per cent 
of the property is tax exempt. This in- 
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cludes one-half dozen churches, a public 
school (P. S. 70), and a private school. In 
Section C, 9.6 per cent of the property is 
tax exempt. The community facilities in- 
clude approximately six churches and two 
public schools, P. S. 190 on East 82nd 
Street and P. S. 96, a junior high school, on 
York Avenue. In general, considering the 
type of tax-exempt property in these three 
sections, a post-war redevelopment program 
might well incorporate them. For example, 
the New York City Master Plan has desig- 
nated the two schools in Section C (P. S. 
190 on East 82nd Street and P. S. 9%, 
a junior high school on York Avenue) “for 
enlargement and remodeling in the post-war 
era” and two schools in Section A (P. S. 


Cart 2. AVERAGE BLocK ASSESSED VALUATIONS OF 
Lanp In Dorrars PER Square Foor (Juty 1, 1944- 
June 30, 1945): in THREE SECTIONS PROPOSED FOR 
DEMOLITION AND REDEVELOPMENT, YORKVILLE. 


Source: “Tentative Assessed Valuations of Real Estate, 
Indicated by Parcel Numbers,’? New York City Tax De- 
partment (fiscal year July 1, 1944-June 30, 1945). 

Code: Number enclosed in circle in upper left-hand corner 
designates health area. Figure given where city block is indi- 
cated is the average vauation of land in dollars 
per square foot. For p’ purposes of comparison, the square foot 
assessed valuations of land in blocks having the lowest. highest 
and medium rentals are shown for each of the health areas 
west of Third Avenue. 
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183 on East 66th Street and Julia Richman 
High School for Girls on East 67th Street) 
as “in need of more adequate sites sur- 
rounding the buildings.” 


Inadequate Zoning. The zoning use regu- 
lations applicable to East Yorkville are ob- 
viously obsolete. They provide for much 
more business than the decreasing popula- 
tion can or does support. The height and 
land coverage restrictions permit family 
quarters without the minimum of light and 
air now considered necessary for healthful 
living. Nor is there relief through park and 
playground space, which in the three sec- 
tions falls far below even the minimum in 
terms of population density. The inade- 
quacies of these zoning. regulations were 
presented in detail in the first of the four 
articles which constitute this study. 


Possible Types of Redevelopment 


Fact finding and the establishment of 
cause and effect relationships are the con- 
tribution of the social scientist. The deci- 
sion as to what is to be done and its actual 
accomplishment rest with the planner, the 
legislator, the architect, and the financier. 
It is beyond the sphere of this analysis to 
determine the best possible redevelopment 
program for East Yorkville; however, it is 
well within the objectives of the study to 
point out what can be done to change the 
physical structure of the substandard sec- 
tions of the community and to accommo- 
date some of the families who are indige- 
nous to the community but are unable to 
pay the peak rentals prevailing in the west 
area or those in the new high-cost con- 
struction in the east area. 

Between 1920 and 1940 a continued 
movement away from East Yorkville oc- 
curred. In those two decades the communi- 
ty lost approximately 2,000 families, com- 
ing largely from the lower income group. 
Because of this exodus approximately 10,- 
000 school children were lost to the section 
—a 54-per-cent decrease and the equivalent 
of the average enrollment in three city 
schools. If Yorkville wishes to stem this 
loss, some housing program must be evolved 
_for the families that cannot afford to pay 
current commercial rentals. 
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Low Rental, Subsidized Projects. To date 
East Yorkville has no governmentally sub- 
sidized housing project. An analysis of 
rentals paid by a large majority of residents 
in that community indicates that many of 
them would qualify for accommodations in 
this type of structure. Average rentals per 
room for governmental housing projects in 


‘ Manhattan, including utilities, are generally 


scheduled between six and seven dollars. In 
view of the relatively high land cost in the 
east area, rentals at a six- or seven-dollar 
level would necessitate a large subsidy. A 
precedent for such a subsidy for Yorkville 
exists in the establishment of other low- 
rental subsidized housing projects in Man- 
hattan, such as East River Houses and Vla- 
deck Houses.* In none of these has the land 
cost been as low as $1.50 a square foot, the 
original price set by the Authority for sites 
for subsidized low-rental housing projects. 


Philanthropic Housing. Another partial 
solution to the housing problem for the low 
income group rests with the philanthropist. 
Lavanburg Homes, located in the lower 
East Side of Manhattan, is an outstanding 
example of what can be achieved with this 
type of financing when coupled with excel- 
lent management.’ Here the problem is to 
find contributors, socially-minded individu- 
als or groups of persons who are interested 
in the well-being of East Yorkville resi- 
dents. It is just a possibility that among 
the residents of Park, Fifth and Madison 
Avenue areas active interest in such a pro- 
ject could be stimulated. The blocks im- 
mediately surrounding the Lenox Hill 
Neighborhood House (Section A) consti- 
tute an area well suited for such a redevel- 
opment. 


A “Yorkville Village.” Since the recent 
favorable decision by the Court of Appeals 
of New York State on the Redevelopment 


“According to the United States Housing Act of 
1937, as amended, the annual federal subsidy “. . . 
shall in no case exceed a sum equal to the annual 
yield, at the going Federal. rate of interest at the 
time such contract is made plus 1 per centum, upon 
the development or acquisition cost of the low-rent 
housing or slum-clearance project involved.” United 
States Code, Title 42, ch. 8. 

® Fred L. Lavanburg, Practices and Experiences of 


Lavanburg Homes (New York City: 1941). 
8 
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Companies Law,*® demolition and. rebuilding 
of blighted or slum areas have become pos- 
sible on a large scale. The post-war Stuy- 
vesant Village, sponsored by the Metropoli- 
tan Insurance Company, to be located be- 
tween 14th and 20th Streets in Manhattan 
and adjacent to the East River, is one such 
project. It is believed that this will con- 
tribute to the solution of the housing prob- 
lem of the middle income groups. Rentals 
are expected to be about $14 a room, a fig- 
ure made possible through partial tax ex- 
emption. 

Can this program be emulated in East 
Yorkville, i.e., should there be a “Yorkville 
Village” for the middle income group? Here 
again it must be pointed out that a possible 
deterring factor is relatively high land 
values. In the area designated for the Stuy- 
vesant Village development, assessed land 
values range from $240 to $600 a front foot ; 
the cheapest land in the east area of York- 
ville is at the $360 level. 

More pertinent than the problem of land 
values, however,~is the question of the de- 
sirability of the creation cf a “Yorkville 
Village.” Critics of Stuyvesant Village have 
pointed out that the result will be an in- 
crease of city congestion: 445 persons per 
net acre compared with the New York City 
Planning Commission’s previous maximum 
of 416.7 It has also been said that the 
thirteen-story apartment buildings and one- 
story garages constituting the periphery of 
the development will create a “walled 
town.” Inside this wall only the inhabitants 
will use the private streets and parks. An- 
other criticism is the lack of provision for 
school, library, health center, or indoor com- 
munity facilities. 

It has been charged that discrimination 
against tenants on the grounds of race, 
creed or color will exist. Since the project 
is to be financed by a large American in- 
surance company with policy holders rep- 
resenting a cross-section of the American 
population, and since the city will subsidize 
the undertaking through tax exemption and 


* Matter of Murray et al v. La Guardia et al, 
291 N.Y. 320, December 2, 1943; also Redevelop- 
ment Companies Law, Laws of New York, ch. 845, 
1942 (as amended). 

* Citizen’s Housing Council News, New York City, 
June-July, 1943. 

e 
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the donation of sixteen acres of city streets® 
now located within the area to be redevel- 
oped, it is claimed that any type of dis- 
crimination is unjustifiable. 

Planners for post-war redevelopment in 
East Yorkville undoubtedly will be influ- 
enced by these criticisms. However, it is 
quite evident that New York City families 
in the middle income levels ($1,500-$3,500) 
for the most part cannot afford to pay the 
commercial rentals for housing accommo- 
dations in the vicinity of Fifth, Park and 
even Lexington Avenues. It is equally true 
that these families will not live in the pres- 
ent low-rental accommodations in the east 
area of Yorkville which lack the essential 
conveniences. Where, then, will they live? 
Certainly not in Yorkville unless there are 
standard housing accommodations at mod- 
erate rentals. Perhaps the Urban Redevel- 
opment Companies Law offers one partial 
solution. 


A “Housing Company” for East York- 
ville. It is just possible that in the post-war 
era persons with a semi-philanthropic point 
of view may be interested in the organiza- 
tion, of an “East Yorkville Housing Com- 
pany.”® Beginning in 1926 New York 
State permitted the organization of limited 
dividend companies which provided housing 
between $9 and $12.50 a month per room.’ 
The latter of these two figures is the one 
that has prevailed in Manhattan. In this 
borough the best known development, built 
under the 1926 New York State Housing 
Law, is Knickerbocker Village. Although 
erected in the slums of the lower east side 
it has definitely catered to families in the 
middle income brackets. 

Although taxpayers have generally op- 
posed tax exemption on housing accommo- 
dations for families who can afford to pay 
$12.50 per room per month, nevertheless it 
has been demonstrated that standard hous- 
ing units in Manhattan cannot be rented 
even at this figure without governmental 
subsidy. 


* Committee on Housing, Community Service So- 
ciety, Housing Information, Bul. 11, May, 1943. 

*Public Housing Law, Laws of New York, ch. 
808, art. 9:1939 (as amended). 

1° Report, State Superintendent of Housing to the 
Governor and the Legislature of the State of New 
York, Legislative Document 70, pp. 7, 12; 1940. ; 
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Should post-war plans for East Yorkville 
include a limited dividend housing company, 
this will probably constitute only one of the 
less important solutions to the housing 
problem. The difficulty of getting the aver- 
age investor to buy large blocks of limited 
dividend stock, or for that matter to in- 
clude any of it in his portfolio, has proved 
to be a major factor in curtailing the effec- 
tiveness of this program.1! 


What Does Yorkville Want? 


Housing redevelopment can be effected 
by annual governmental subsidies, by phil- 
anthropy, by the interest of large corpora- 
tions who can benefit from governmental 
aid primarily in the form of tax exemption 
or by limited dividend capital. For example, 
a number of projects—among them East 
River Houses and Vladeck Houses in Man- 
hattan—have come into existence through 
annual governmental grants. Lavanburg 
Homes—also in Manhattan—was made pos- 
sible through philanthropy, and is for the 
low income groups. 

In contrast, a project such as Stuyvesant 
Village which is to be constructed in Man- 
hattan by the Metropolitan Life Insurance 


"From the organization in 1926 of the first lim- 
ited dividend company to 1940, only 14 housing 
projects (accommodating 5,907 families) were built. 
Ibid. 


Public Utility Financing in 


Totar public utility security offerings 
amounted to $228 millions in the first 
quarter of 1944 as compared with $29 mil- 
lions in the first quarter of 1943. The vol- 
ume for this quarter reflects the upward 
trend in public utility financing which began 
in the second quarter of 1943. The total for 
this quarter is only slightly below the aver- 
age first-quarter total for the three years 
prior to the war. The public offerings of 
utility long-term bonds continue to exceed 
private offerings. 

Public utility long-term debt issues sold 
publicly are shown in Table I. There are 7 
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Company under the Urban Redevelopment 
Companies Law, will benefit families in the 
middle-income group. Knickerbocker Vil- 
lage—located in the lower east side of Man- 
hattan and built with limited dividend capi- 
tal—at present houses the middle-income 
group. Tax exemption will be, or has al- 
ready been, granted to both of these types 
of urban rehabilitation. 

Each of the above procedures has been 
subject to criticism; nevertheless, each has 
made, or is likely to make a contribution to 
the housing program. To what extent one 
or more of them is used in Yorkville’s post- 
war housing redevelopment depends upon 
whether or not the community wishes to 
ameliorate the exodus of families of low 
and medium incomes. The pertinent ques- 
tion is: what does Yorkville want? 


RosaLinp TouGcH 


Assistant Professor of Sociology 
Hunter College, New York City 


Soput1a M. Rosison 


Research Director 
Harlem Project 
New York Educational Projects, Inc. 


(The authors wish to express their appreciation to Gertrude 
Goller and Roslyn Friedman, formerly on the social work 
staff of the Lenox Hill Neighborhood Association, for their 
po aaa in the field work done in connection with this 
study.) 


the First Quarter of 1944 


issues listed and the weighted average offer- 
ing yield is 3.20%. Underwriters’ commis- 
sions averaged 1.32% and estimated inci- 
dental expenses .71%, while the net cost to 
the company amounted to 3.26%. The 
largest issue is the Florida Power & Light 
Company’s first mortgage 314’s of 1974 to- 
taling $45,000,000 and offered in January 
at 105.50 of par to yield 3.21%. 

The privately offered long-term bond is- 
sues are listed in Table II. There were only 
two issues offered in this quarter. The 
$63,000,000 issue of the Illinois Power Co., 
which sold at 101% of par to yield 3.94%, 
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TasBLe I. SUMMARY AND ANALYsIS oF Pustic Utitity Lonc-Term Dest Issues 
OFFERED PuBLicLy, First Quarter, 1944 











Of t- | Offer- 
Company & Issue pon | Principal f rae: msg e Cat to 
Amount Price | Yield ped 


(A) (C) (F) (G) (L) 


teem 


é 
Florida Power & Light Co. % % (%) 
First Mortgage 45,000,000 105.50 | 3.21 ; oa 























Florida Power & Light Co. 
Sinking Fund Debentures 10,000,000 100.46 | 4.10 J 4 4.21 





Central Ohio Light & Power Co. 


First Mortgage 4,300,000 105.75 | 3.22 |] . , 3.29 


Florida Power Corp. 
First Mortgage 16,500,000 104.83 | 3.14 
Northern States Power Co. 
(Minn.) 
First Mortgage 5,000,000 101.00 


Michigan Consolidated Gas Co. 
First Mortgage 38,000,000) 


Oklahoma Natural Gas Co. 
First Mortgage 18,000,000 101.59 





106.25 












































Total or Weighted Average 136,800,000 104.59 





* Information not available. ee 
> Net proceeds to company before incidental expenses. 


accounts for practically all of the financing III. All were sold in the last month of the 
in this classification in the first quarter of quarter. This may be due to the fact that 
1944. the recently enacted Federal Revenue Act, 
There were three preferred stock issues which was the subject of controversy be- 
offered in this quarter, as shown in Table tween the President and Congress, repeals 


TABLE I]. SUMMARY AND ANALYSIS OF Pusiic Utitity Lonc-Term Dest Issues 
OFFERED PRIVATELY, First Quarter, 1944 














Coupon Principal Maturity | Month of | Offering | Offerin 
Company & Issue Rate Amount Date | Offering | Price Yield 
(A) (B) (C) (D) (E) (F) (G) 











o $ %o 


Public Service Co. of New Hampshire 
First Mortgage 


Illinois Power Company 
First Mortgage 


3% 900,000 January 


February 





Total or Weighted Average 


Total or Weighted Average, 
excluding issues for which 
data are not available 























* Information not available. 
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Tasce III. SumMARY AND ANALYSIS OF PREFERRED STocK ISSUES 
OFFERED, First QuarTER, 1944 








se Principal Month of Offering 
Company & Ione Dividend Amount Offering Price 


(A) (B) (C) (D) (E) 
$ $ 





Houston Lighting & Power Co. 
Pfd. No Par : 6,120,000 


Michigan Consolidated Gas Co. 
Cum. Pfd. $100 Par 4,000,000 


Oklahoma Natural Gas Co. 
Pfd. Series A, $50 Par 9,000,000 




















Total or Weighted Average 19,120,000 





the provision in the tax law prohibiting the $4,000,000 Northern States Power Co. of 
use of preferred stock dividends of issues Minn. 2%4’s, serial notes ma- 
floated after October 1, 1942 as a credit turing 1944-1949, 
against the corporation surtax. If this is 
true, it is reasonable to expect an increase 
in the number of preferred stock issues of- O. P. DEVEL 
fered in subsequent quarters. 

Two serial issues were offered in the first W. H. Evans 
quarter of 1944; 


$4,000,000 Florida Power Corp. 3%’s, se- Assistant Rate Analysts 
rial notes maturing 1944-1957 Public Service Commission 


and sold privately. of Wisconsin 
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Food as an Implement of War: The Re- 
sponsibilities of Farmers. By Joseph S. 
Davis. Stanford University: War-Peace 
Pamphlets, No. 3, Food Research Insti- 
tute, November, 1943. 


This is a rare pamphlet. When invited 
to speak at the recent annual meeting of the 
California Farm Bureau Federation, Mr. 
Davis forthrightly challenged the position 
of the Farm Bureau upon national food 
policies. He opened his remarks by saying 
that he craved “a heart-to-heart talk with 
you folks of the Farm Bureau,” adding that 
he hoped they would hear him through. He 
pointed to the wartime increases in food 
prices and farm income. He reminded them 
that national programs for farmers have 
been based upon the belief that farmers 
have an underprivileged group. It is Mr. 
Davis’ evident conviction that the leaders of 
the farm bloc have abandoned even a pre- 
tense of fairness in their drive for higher 
prices, shifting from a standard of parity 
prices to one of “get while the gitting is 
good.” He wondered whether the rank and 
file of farmers knew of all this, and urged 
farmers at the “grass-roots” to call “halt” 
on their spokesmen. He concluded his ad- 
dress with a plea for a conversion to a more 
reasonable viewpoint, and specifically urged 
that farmers quit vying with labor in pro- 
moting their own short-sighted self-inter- 
ests. Unless this is done, Mr. Davis warns, 
the public faith in the American farmer will 
be so shaken as to have a disastrous re- 
vulsion of public sentiment against farmers 
in the postwar era. 

In this frank, electric and courageous 
talk, Mr. Davis aspired to “see things 
straight as history will.” I have no doubt 
that he has essentially achieved this goal. 
He said many things that needed to be said. 
Yet historians will have to reckon with the 


viewpoints of commentators also. There- 
fore, it may be in keeping with Mr. Davis’ 
effort at true perspective to recognize that 
he too has a viewpoint. Essentially, it seems 
to me, Mr. Davis is true to a classical lib- 
eralism. He does argue for a limited sub- 
sidy program now—as a part of-a flexible 
price scheme; but he definitely does not 
like “subsidies.” Also, he urges farm and 
labor groups to get together on a program 
to subordinate their own immediate selfish 
interests to the broader public interest; yet 
he does not really acknowledge that corpo- 
rations have taken care of themselves in the 
present war emergency. I mention this not 
to belittle in any way Mr. Davis’ remarks 
but to point to the possibility that the deeper 
meaning of the current political fight over 
stabilization may not be evident until after 
the war is past. The prospects now are, in 
the reviewer’s judgment, that the great con- 
flicts after this war will come between eco- 
nomic power and political power. In such 
a contest the farmers and their spokesmen 
will do well to note that huge corporations 
and cartels are the greatest challenge to lib- 
erty and freedom. 


KENNETH H. Parsons 


University of Wisconsin 
' 
LEI 


The Spending Power, A History of the 
Efforts of Congress to Control Expendi- 
tures. By Lucius Wilmerding, Jr. New 
Haven: Yale University Préss, 1943. 
pp. iii, 317. $3.75. 


This book presents an eminently readable 
and thoroughly documented inquiry into the 
efforts that Congress has made over the 
past one hundred and fifty years to control 
the use of moneys which it has appropriated 
to the executive establishments of the gov- 
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ernment. While the work is mainly confined 
to a critical analysis of the historical evi- 
dence and offers no program of reform, it 
does effectively explode a number of current 
myths about congressional power of the 
purse and challenges prevailing theories on 
fiscal organization and control. The study 
is quite original and rests upon several 
years of careful research into the records of 
Congress and of the treasury department, 
illuminated by the writings of leading states- 
men. 


In Part I of the book, Mr. Wilmerding 
discusses the efforts of Congress to control 
appropriations before their expenditure. He 
first takes up the important question of 
whether under any circumstances an execu- 
tive officer may assume authority to over- 
ride the express stipulations of appropria- 
tion laws. He shows by a number of well- 
chosen cases that such circumstances do oc- 
cur and that, when they do, public safety 
and self-preservation are held to take pre- 
cedence over these laws. In the eight chap- 
ters which follow the author traces the his- 
tory of ordinary expenditure control from 
1789 to 1941, pointing out the conventions 
which govern the appropriation of congres- 
sional grants. The most important of these 
conventions is described as the exclusive 
right of Congress to specify the several ob- 
jects of appropriations and to limit the pe- 
riod of their application. The whole dis- 
cussion leads to the conclusion that “the 
multiplication of appropriations, far from 
‘securing to Congress that completeness of 
financial control which is, so to speak, its 
constitutional birthright, has served only to 
make the law less‘ certain and to satisfy 
Congress with the name, rather than the 
substance, of power.” Other efforts of Con- 
gress to compel observance of appropriation 
restrictions before expenditure are also ex- 
amined. These efforts, too, are shown to 
have been, in a large measure, self-defeat- 
ing. 

In Part II Mr. Wilmerding essays the 
whole problem of congressional control over 
appropriations after they have been ex- 
pended. He analyzes what has been done in 
this direction through finaicial reports, 
through investigations by congressional ex- 
penditure committees and through the Gen- 
eral Accounting Office. He comes to the 
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conclusion that such control as has been 
established for this purpose is ineffective— 
“that the attempts of Congress to arm itself 
with the machinery of retrospective control 
have altogether miscarried.” Why? Be- 
cause Congress failed to understand or to 
discriminate between the functions of audit 
and of control. It erroneously believed in 
1921, when it created the office of Comp- 
troller General, that it was establishing a 
congressional agent with powers like those 
of the British Comptroller and Auditor 
General. It overlooked the fact that the 
British officer exercises no powers of con- 
trol, as’manifested by the settlement of ac- 
counts, but only powers of audit. But the 
Comptroller General is expected to act si- 
multaneously as an administrative controller 
and as a congressional auditor, thus making 
him, in a sense, his own auditor and so pre- 
cluding the exercise of any degree of retro- 
spective control over expenditures. Further- 
more, while the British officer is held strict- 
ly to account by Parliament, the American 
officer is held to account by no one. This 
arrangement, authorized by the Budget and 
Accounting Act of 1921, the author calls a 
“‘pseudo-solution,” perhaps less satisfactory 
than that which preceded it. Its shortcom- 
ings soon became so apparent that an effort 
was made in 1938 to establish an independ- 
ent Auditor General and a Joint Committee 
on Public Accounts. The bill to create these 
agencies was passed by the Senate, but re- 
committed by the House; and in 1939 a 
modified reorganization bill was adopted 
which omitted the provisions relating to 
audit. No further attempts have been made 
to provide a congressional audit and the is- 
sue seems to be buried. The final result, 
according to the author, is “that Congress 
has not now, and has never had, any practi- 
cal means of ascertaining after the event 
whether its financial authority has been re- 
spected or infringed.” 


Rarely has the reviewer seen so much 
historical material marshaled with such tell- 
ing effect in so small a space. The smooth- 
ness of the composition keeps one from be- 
ing overwhelmed by the prodigious amount 
of research involved. It is to be hoped that 
Mr. Wilmerding will have the opportunity, 
after his present military assignment is fin- 
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ished, to present his views on the solution 
of the problem so clearly demonstrated in 
this volume. 


A. E. Buck 


Institute of Public Administration, 
New York City 


WW 


Food. By Frank A. Pearson and Don 
Paarlberg. New York: Alfred A. Knopf, 
1943. pp. xi, 239. $2.75. ° 


This book deals with numerous aspects of 
food management during wartime. It does 
not, however, purport to give a calm, ob- 
jective analysis and appraisal. The authors 
tell us frankly in the preface that they pro- 
pose to be the “devil’s advocates” in favor 
of free-market prices and against govern- 
ment control. As advocates they quite nat- 
urally emphasize both the good points of the 
measures they approve and the bad points 
of those they oppose. 

The book contains a major and a minor 
thesis. The major thesis is two-fold: first, 
that in attempting to manage food, govern- 
ment has bungled the job; and second, that 
the simple solution of the “food muddle” is 
to let the price system function. Free- 
market prices, they claim, would not only 
do away with the necessity of rationing, 
eliminate the cost of price ceilings and sub- 
sidies, and wipe out the black markets but 
they would have the positive virtues of guid- 
ing production, distribution, and consump- 
tion wisely and well, and of lapping up ex- 
cess purchasing power. 

The minor thesis is that as the food short- 
age grows worse, which the authors contend 
it will do, civilian consumption will have to 
be shifted from livestock products to cereals. 
Just how this shift can be accomplished un- 
der free-market prices the authors do not 
explain. 


In attacking government regulation of. 


food in wartime as well as in peacetime and 
in periods of depression as well as in pe- 
riods of prosperity the authors “throw 
rights and lefts” in all directions and man- 
age to land some solid blows. But at the end 


of the twelfth and final round the foe, al- 
though somewhat groggy, is still on his feet 
and appears to be in fair condition—or so 
it seems to this reviewer. 


H. R. WELLMAN 


University of California 


ae 


> 


Wartime Problems of State and Local Fi- 
nance. 


The Tax Institute, in publishing War- 
time Problems of State and Local Finance, 
provides a collection of extremely well de- 
veloped articles presented at a symposium 
conducted by the Institute in New York 
City on November 27 and 28, 1942. They 
deal with the effects of the war on the fiscal 
problems of states and their political sub- 
divisions. This publication contains an ac- 
cumulation of facts and figures that will be 
of extreme interest to the student and also 
prove of historical value. Such portions of 
the publication as relate to the ultimate ef- 
fect of the present war upon local finances 
are in part only conjectural although in part 
foreshadowings emanating from definite ex- 
periences which have been relied on as il- 
lustrative material by the contributors. An 
examination of some of these articles in the 
light of what has transpired since Novem- 
ber, 1942 emphasizes the advantage of bas- 
ing forecasts on the very: latest information 
available and reveals that the course that 
the war effect is taking is somewhat con- 
trary to the prophecies. 

The foreword well points out what is to 
be found in the volume itself. Each of the 
seventeen chapters has something of definite 
merit and one not interested in all of the 
subject matter may read one or: more chap- 
ters as his desire dictates. The arrangement 
of the book and its division into five parts 
with an appendix recording brief resumés 
of regional round tables preliminary to the 
sympesium is evidence of the intelligence 
with which the material was compiled. An 
extensive bibliography and an index add to 
the practical value of the volume. 
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The Buck article with which the book 
opens depicts conditions relating to costs 
over which the states have no control as 
analyzed by one well-qualified by experi- 
ence to evaluate happenings and to analyze 
established facts. Similar comment may be 
made in respect to the Dayton article deal- 
ing with local costs and more particularly 
those of New York City. More general in 
character, the Patterson chapter concludes 
in an able manner the subject matter of 
Part I, all of which is captioned “What; the 
War Is Doing to State and Local Costs.” 


Part Two relating to “What the War Is 
Doing to State and Local Revenues” begins 
with the Sims article which should be of 
real value to those who are concerned with 
state revenues purely for state purposes, as 
the Spengler article which follows it is help- 
ful to those interested in property taxes. 
The Smith article relates to miscellaneous 
local revenues indicating where declines are 
taking place and the possibilities of new 
charges to offset declines. 


Part Three treats of “Intergovernmental 
Fiscal Problems as Accentuated by War.” 
The Ford article. which opens this series 
presents a concise and unbiased survey of 
the chief problems of intergovernmental tax 
exemptions. This is followed by the Stu- 
denski article relating specifically to bond 
exemptions and the Rhyne article dealing 
with the growth of federally-owned prop- 
erty and the possibilities of service pay- 
ments in lieu of taxes. Although these arti- 
cles disclose divergence of thought, particu- 
larly in respect to bond exemptions, they 
may be read with great benefit. 


Part Four moves into the field of post- 
war adjustments and fiscal planning which 
is handled most intelligently in respect to 
capital improvements by the Black article 
and in respect to public works by the Per- 
loff article. 


Part Five comprises a series of helpful 
contributions by La Guardia, Burger, Pond, 
Ford, Frye and Bird relating to state and 
local fiscal responsibilities in winning the 
war, 

The book deserves a place on the desk of 
everyone concerned with state and _ local 
government, the impact of the war, and the 
problems—now becoming apparent—which 
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must be solved through intelligent. under- 
standing and planning. 


Henry F. Lone 


State Department of Corporations 
and Taxation 
Boston, Massachusetts 


Come Over Into Macedonia. By Harold B. 
Allen. New Brunswick, New Jersey: 
Rutgers University Press, 1943. pp. 308. 
$3.00. 


This is an absorbing story of the ten 
years’ progress of a successful pioneering 
educational and rehabilitation undertaking 
in Macedonia. In 1928 when the project 
was undertaken by the Near East Relief 
(later transformed into the Near East 
Foundation) Macedonia was predominant- 
ly peopled by refugee settlers from Asia 
Minor who had fled to Greece six years ear- 
lier. The total influx of refugees was 
around one million three hundred thousand, 
swelling the Greek population by almost 
one-third. Macedonia, one of the three 
northern provinces of New Greece and com- 
prising slightly more than one quarter of 
the total area of Greece, absorbed approxi- 
mately three-fourths of these refugees under 
government land division, relief and re- 
habilitation programs. 


Harold Allen, apparently trained for the 
teaching of vocational education in the 
United States, hit upon a combination of 
adult education phases of this work and the 
agricultural extension approach as the meth- 
od of improving the primitive agricultural 
practices of these Macedonian farmers. His 
story follows the establishment of this pro- 
gram on a demonstration basis with eight 
agriculturists working in forty-eight vil- 
lages. Soon a recreation program including 
community reading rooms, donkey traveling 
libraries and music groups was a part of his 
work. A home welfare department (model 
homes on a scale attainable by the village 
farmers) soon became an integral part of 
the program. Supervised by American girls 
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the department established day nurseries for 
children, baby well-clinics, classes of instruc- 
tion in cooking, sewing and home sanitation 
and demonstration homes which were the 
center of these activities in the villages. 

Early in the work a department of sani- 
tation was established which by educational 
methods including demonstrations made the 
local village people aware of the possibility 
of improving their water supply and adopt- 
ing other sanitary practices. Then by fur- 
nishing expert guidance and a small part of 
the cash costs, villages were helped to im- 
prove their water supplies, provide latrines 
for schools and homes, drain swamp holes 
and clean up manure and rubbish piles. 

All of these departments were conducted 
“on a demonstration basis in close coopera- 
tion with government officials. It was hoped 
that, as the methods employed proved their 
worth, they would be taken over by the gov- 
ernment. The methods of the sanitation de- 
partment were so outstanding that they were 
the first to be incorporated into government 
policies. 

Allen’s staff of field workers, native 
Greeks trained in the secondary schools and 
then given special training as the project 
developed, started with the simplest of im- 
proved practices. 

In their first year the list of improved 
home hygiene practices included “farm ani- 
mals not in bedrooms,” “outer clothing re- 
moved at night,” “house properly cleaned.” 
One of the improvements listed was the co- 
operative purchase of purebred bulls by the 
farmers in three villages where, although 
there were one hundred eighty cows, the ab- 
sence of bulls for a period of six years had 
almost dried up the milk supply. Through 
the use of surveys and follow-up records 
they kept their program adapted to village 
needs and were able to show substantial 
progress. This resulted in the government’s 
taking over most of the program as the basic 
project for all of rural Greece toward the 
end of the ten-year period. 

It is indeed a stimulating account of a 
successful endeavor—a story of a successful 
approach toward the solution of human pov- 
erty wherein the rural people were given 
guidance and stimulation in helping them- 
selves improve their living conditions. It 
re-emphasizes the necessity of looking and 


planning beyond the period of postwar re- 
lief to a longer period of rehabilitation and 
reconstruction. At the same time it suggests 
a plan for undertaking the work of this 
later period in a way which will minimize 
the danger of this country’s antagonizing the 
people it is trying to help. We might well 
review this story in relation to our Latin 
American activities. 


WALTER W. WILcox 


University of Wisconsin 


| 
J 


{: 
(a) 


“The California State Land Settlements at 
Durham and Delhi.” By Roy J. Smith. 
Berkeley: California Agricultural Exper- 
iment Station. Hilgardia, October, 1943. 
pp. 399-492. 


The entire October, 1943 issue of Hil- 
gardia, a publication of the California Agri- 
cultural Experiment Station, is devoted to 
Professor Smith’s study of the famous Dur- 
ham and Delhi land settlement projects in 
California. Since land settlement projects 
will certainly be advocated and pushed as 
postwar vehicles for veteran readjustment, 
this report can serve a highly important so- 
cial function. 

When the Durham and Delhi projects 
were undertaken they were not regarded as 
wild ventures. On the contrary, the leader 
was “the outstanding authority in the field. 
The plans involved were of a fundamental 
and important character.” As a matter of 
fact, “the immediate purpose of the initial 
act was to demonstrate desirable land-set- 
tlement methods.” The projects did not lack 
the advice of expert technicians. In view of 
the respectable background of the projects, 
a careful study of their colossal failure, such 
as Professor Smith presents, is indeed a real 
contribution. 

A most important point is that the de- 
tailed analyses and plans were made after 
the purchase of the land. If these studies 
had been made first, the sites might not have 
been bought. However, Professor Smith 
significantly points out that, assuming that 
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tracts had to be purchased, the choice of 
Durham and Delhi appears reasonable. The 
clear implication is that if careful feasibility 
studies had been conducted, the State Land 
Settlement Board would never have started 
any projects. 

Professor Smith concludes that the fail- 
ures cannot be blamed on price declines, 
credit terms, poor administration, incompe- 
tence of settlers, or on state management. 


Finally, and very important to all govern- 
mentally-sponsored settlement programs is 
this concluding observation: “Settlers, 
juries, public, and administration alike did 
not accept as final the contractual relations 
that existed between the state as creditor 
and the settlers as debtors.” 

On those who advocate programs of pub- 
lic settlement in the future must rest the 
burden of proof for the social desirability 
of their pet schemes. No land economist 
can afford not to have studied the especially 
important lessons to be learned from the 
California State Land Settlement Board’s 
experience. 


LeonarD A. SALTER, JR. 


University of Wisconsin 


Vy 


The Wisconsin Pine Lands of Cornell Uni- 
versity. By Paul Wallace Gates. Ithaca, 
New York: Cornell University Press, 
1943. pp. xi, 265. $3.50. 


Doctor Gates’ monograph on the location 
by Ezra Cornell of 500,000 acres of Land 
Grant College scrip on the pine lands of 
northern Wisconsin deals with a period 
when the nation’s policy toward its lands 
was consistent only in its determination to 
develop and exploit them. In all other re- 
spects the land policy was not to let the 
right hand know what the left hand was do- 
ing. For 70 years the Congress with its 
right hand had been making it progressively 
easier for actual settlers to acquire family- 
size holdings for homes and farms. To that 
end it had reduced the price of public land 
and the minimum size of holding that could 


be purchased, enacted pre-emption laws 
which protected settlers from speculative 
buyers who might outbid them, and finally 
enacted the Homestead Act which permitted 
a settler to acquire 160 acres of public land 
simply by improving and living on it, and 
paying some nominal filing fees. But 
throughout the same period Congress with 
its left hand was facilitating the engross- 
ment of tremendous acreages of public land 
by speculators. It never had placed any 
upper limit on the acreage that one person 
could purchase, and it had continued to en- 
courage speculative acquisition through ex- 
tensive grants of public lands to states and 
corporations in aid of education and public 
improvements. 

This confusion of purposes in the nation’s 
land policies reached a climax in 1862, Dr. 
Gates points out, when within thirteen days 
the Congress enacted the Homestead Act, 
whose purpose was to grant lands to actual 
settlers, and also the Land Grant College 
Act which eventually led to the entry of al- 
most 8,000,000 acres of public land by large 
speculators. At the same time Congress was 
formulating legislation to make grants of 
land to western railroads which were to 
take more than 100,000,000 acres out of the 
public domain. 

The Morrill Act, or Land Grant College 
Act of 1862, granted to each state 30,000 
acres of public land for each senator and 
representative it had in Congress to aid in 
the establishment of a college of agriculture 
and the mechanic arts. No land could be 
entered by the state governments them- 
selves; it was the intention that the land 
scrip issued to states should be sold to indi- 
viduals who would enter the land. The 
measure had been hotly debated, prior to its 
passage. It had been favored by the eastern 
states which had no public lands but, in spite 
of its laudable purpose, was generally op- 
posed By the western senators and represen- 
tatives who saw in it only another means of 
encouraging speculative monopolization of 
public lands in their states. 

Most of the states, including Wisconsin, 
disposed of their scrip through sale in large 
blocks to scrip dealers, receiving low prices 
for it. Brown University, to which Rhode 
Island’s interest in its scrip was assigned, 
realized only 4214 cents an acre from it. 
Most of the other states realized less than 
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a dollar an acre. The University of Illinois: 


located 25,000 of the 480,000 acres of land 
scrip it received on the public lands in Ne- 
braska and Minnesota and realized more 
from the sale of these lands than from the 
direct sale of all its remaining 455,000 acres 
of scrip. 

New York followed a different procedure. 
It sold all except 76,000 of its 990,000 acres 
of land scrip to Ezra Cornell, an up-state 
business man,-and assigned the proceeds to 
the university which Cornell had founded 
on the heights above Cayuga Lake at Ith- 
aca. Cornell agreed to enter the scrip, man- 
age the lands until they could be sold profit- 
ably, and return all the proceeds above costs 
and 7 per cent interest for the use of his 
capital to Cornell University. All but the 
first two chapters of Doctor Gates’ book are 
devoted to the enterprise of entering, man- 
aging and disposing of the Cornell scrip on 
the pine lands in northern Wisconsin, and 
to the relationship of the enterprise to mo- 
nopolization and exploitation of the timber 
lands of that area. 

In entering the pine lands Cornell worked 
through an agent in Wisconsin, an old 
friend and former resident of Ithaca, who 
in turned employed a clerk in the district 
land office at Eau Claire. The land office 
clerk was at the same time a private land 
agent, a prominent local politician, a pro- 
moter, and a timber speculator on his own. 
By simultaneously representing the United 
States Government, his private clients and 
himself in the land office, he displayed a 
nimbleness of conscience that would amaze 
most present-day civil servants. Largely 
through this man’s services, some of which 
were of highly questionable legality, Cor- 
nell was able to enter 499,126 acres, includ- 
ing some of the best white pine lands in the 
state. 

By 1868 the university trustees were in 
dire need of immediate funds and Cornell 
was prevailed upon to sell all of the remain- 
ing scrip with the exception of a few thou- 
sand acres which he had entered in states 
other than Wisconsin. 

Management and sale of the Cornell lands 
in Wisconsin turned out to be a difficult 
and sometimes discouraging, but eventually 
successful, project. In spite of the fact that 
the lands were entered for the benefit of an 
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educational institution, Wisconsin residents 
placed them in the same ill-favored category 
as the lands of other absentee speculators, 
From the first it was an unremitting strug- 
gle between the Cornell trustees on the one 
hand, and the elements, the timber thieves 
and the tax gatherers on the other. Fires 
and windstorms. destroyed a considerable 
amount of the timber and the local agent for 
the land was continually engaged in ousting 
squatters or attempting to recover damages 
for stolen timber. The pioneer settlers, while 
they probably never had heard of Henry 
George and his doctrine that the state should 
appropriate the economic rent of land 
through taxation, nevertheless set about in 
rough and ready fashion to apply such a 
doctrine to the absentee-owned pine lands, 
including those of Cornell University. Their 
purpose was not altogether the altruistic 
one of providing adequate public facilities 
and efficient public services for all the local 
citizens, according to Dr. Gates, but partly 
to enable a few insiders to secure unjusti- 
fied profits from the construction of un- 
needed roads and fancy court houses and 
from lucrative public offices. But Henry W. 
Sage, John McGraw and the other shrewd 
business men who were Cornell Univer- 
sity’s trustees fought constantly to protect 
its rights. While unsuccessful in their ef- 
forts to secure tax exemption for the Cor- 
nell lands, they were able through their lo- 
cal agents to sue, enjoin, protest against, 
and otherwise restrain the local tax gather- 
ers sufficiently to hold the total tax pay- 
ments on the land down to about 10 per 
cent of its gross sales value. 

Sales of Cornell University lands began 
shortly after the first lands were entered, 
reaching a large volume in the seventies and 
eighties. By 1906 practically all of the 
lands were sold and the last title was trans- 
ferred in 1925. Prices were low at first but 
mounted rapidly as the pine stumpage in 
the Lake States was depleted. Gross in- 
come from sales of land and stumpage, 
rents, and miscellaneous sources was $6,- 
780,000. Total expenses were $1,729,000, 
leaving a net profit of $5,051,000 to be paid 
into the Cornell endowment fund, in addi- 
tion to the $603,000 for which the land scrip 
originally was sold. 

The Cornell land business, the book 
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states, was one of the outstandingly success- 
ful land speculations in the American his- 
tory but, like other timber land speculations, 
left the pinery counties nothing to compen- 
sate them for the wealth that had been taken 
ay. 

This book is a welcome addition to the 
series of special and regional studies of pub- 
lic land disposal which Dr. Gates has 
been making in preparation for writing a 
general history of the disposal of the public 
domain. It is the product of painstaking re- 
search of public land records and of private 
collections of correspondence and is heavily 
documented and well-indexed. While per- 
haps suffering in spots from too much de- 
tail, on the whole it is highly readable. 


Joun B. BENNETT 


Director of Land Classification, 
Office of Land Utilization 
Department of the Interior 


Municipalities and the Law in Action. Year- 
book, National Institute of Municipal 
Law Officers. Edited by Charles S. 
Rhyne. Washington, D. C.: 1943 edition. 
pp. 611. $7.50. 


The repercussions of the war upon the 
city governments of the United States are 
strikingly illustrated in this new edition of 
the yearbook issued by the official organi- 
zation of the city attorneys of the country. 
Newspaper publicity has dealt largely with 
the war problems and activities of federal 
departments and, to a lesser extent, with 
those of state and civilian defense agencies. 
Hence there has been a tendency to over- 
look the fact that local governments also 
have encountered many problems and have 
had to be prepared to deal with war emer- 
agencies so. that if called upon they could 
function as effectively as English city gov- 
ernments have done in discharging definite 
assignments in the “Battle of Britain.” 

To a considerable extent this has involved 
readying regular city departments to cope 
with defense activities closely related to 
their normal activities. In many fields the 


municipal department was the logical agency 
to assume this responsibility. In other 
words, good municipal government proved 
to be the best defense. 

As its legal advisor the city attorney finds 
that inevitably he is participating extensive- 
ly in determining the policies of his munici- 
pal government. The extent to which (since 
Pearl Harbor) such policies deal with the 
war is clearly revealed by the wide range 
of topics considered at this annual confer- 
ence of the leading municipal attorneys of 
the nation. 

This meeting has developed into a forum 
for the consideration of the current phases 
of municipal law which are of most immedi- 
ate importance. The resulting volume is in- 
creasingly regarded as an invaluable refer- 
ence tool by city attorneys and by others 
who deal with the law of municipal corpo- 
rations. It includes not only the papers de- 
livered at the meeting but also the general 
discussion of such subjects, the surveys and 
research presented in the reports of special 
committees, the model ordinances, and the 
like. The material is pre-eminently practical 
in character because it is the product of 
those who actually have to wrestle with 
these problems as they arise. 

One point becomes quite clear as the con- 
tents of this volume are read, and that is 
the increasing number of direct contacts be- 
tween the federal government and the cities. 
Although in theory cities may be creatures 
of their state governments, except insofar 
as the people of a state may haye written 
direct home rule power into the state con- 
stitution, nevertheless in practice the federal 
government is more and more by-passing 
the state governments and is dealing direct- 
ly with city governments. The practical 
realities have demanded such a procedure. 

There is included a general survey of the 
war-time legal problems of cities and also 
of federal legislation and federal depart- 
mental regulations affecting cities. Many of 
these topics are subsequently treated in 
greater detail, largely as committee reports. 
These subjects can be roughly classified 
under four categories: (1) Emergency re- 
sponsibilities such as blackouts, air raid pre- 
cautions, anti-sabotage. (2) Cooperation 
with federal agencies such as federal taking 
of municipal airports, suspension of local 
building codes to permit war housing, the 





174 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


problem of enforcing general municipal or- 
dinances against army and navy personnel. 
(3) Municipal regulations required by the 
defense emergency, including curfew, trailer 
regulation in defense areas, auto theft ordi- 
nances, control of solicitation for war causes. 
(4) Indirect effects upon city government 
such as the restriction of municipal opera- 
tions because of priorities, etc., adjustments 
of municipal wages to conform to prevail- 
ing scales, leaves of absence for municipal 
employees entering the armed forces, and 
the like. 

The war and public utilities from the city 
standpoint is considered in one committee 
report which deals with mass _ transporta- 
tion problems and transportation control, 
ODT orders, federal power commission ac- 
tivities including certificates of public con- 
venience and necessity under the natural gas 
act, the prospects for municipal ownership 
as a result of the holding company act, and 
related matters. There is a special report 
questioning the power of public utilities to 
pass on emergency taxes to customers. 

The numerous ways in which municipal 
airports are affected by the war, such as 
emergency regulations, army and navy use, 
the CAA program, etc., are surveyed in an- 
other committee report, as well as recent 
state legislation and court decisions. 

The shift in emphasis in public housing 
from low rent and slum clearance to war 
housing and various federal programs are 
discussed in still another committee report. 
New state laws and court decisions are also 
listed. 

Many other topics are dealt with in spe- 
cial committee reports. Altogether a wealth 
of valuable material is assembled into this 
volume. 


FrepericK N. MacMILitan 


League of Wisconsin Municipalities 
Madison, Wisconsin 
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Years of This Land. By H. R. Muelder and 
D. M. Delo. New York: D. Appleton- 
Century Co., 1943. pp. 243. 11 maps and 
11 photographs. $2.50. 


The scientist who looks for a contribution 
only at the technical level and for citations 


that would guide him into the deeps would 
better not trouble to read this book. It is 
not meant for him. There are many others 
who can be glad for what this book conveys 
in the way of viewpoint and interpretation. 
One might wonder whether motion picture 
rights may not be sought. 

That the authors reached out for a popu- 
lar note is more than hinted by the headings 
of the nine chapters, of which the first is 
“Thy Rocks and Rills,” and the last “Un- 
manifest Destiny.” The maps are designed 
to convey elementary facts of geology and 
history, and are exceeded in dignity by the 
photographs. 

Desire for dramatic effect sometimes 
tempts the authors into use of adjectives and 
figures of speech which may be indispens- 
able for immature readers. “The American 
republic stumbles through like a blind giant 
guided by the imps on his shoulders,” says 
the authors. This estimate as to foreign 
policy comes in a late chapter in which the 
authors develop the thesis that geography is 
not static. These geologists draw the long 
bow in international jurisprudence. Special- 
ists can sometimes write like some evan- 
gelists have talked and some readers can 
still benefit from the reading. Specialists 
may choose to roam afield of their speciali- 
ties and still serve useful ends. These geol- 
ogists resort to an interesting bundle of 
tricks. School libraries may find that this 
book fills a need. 


Cuartes L. STEWART 


University of Illinois 
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Unused Resources and Economic Waste. 
By David Rockefeller. University of 
Chicago Press, 1941. pp. ix, 260. $2.00. 


If economics is defined as what econo- 
mists talk about, the scope of the field has 
broadened in recent years. Unused re- 
sources, even unemployed labor, were 
assumed to be unimportant until economic 
crises focused attention upon them. Mr. 
Rockefeller has provided us with an able 
analysis of the meaning of economic waste 
and with an appraisal of empirical attempts 
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to measure the extent of waste due to un- 
used resources. 

In order to attack the problem of waste, 
the theory of resource use is developed un- 
der static conditions and some essential 
changes for non-static conditions are indi- 
cated. Then, after treating the influence of 
economic and political institutions, monopo- 
ly adjustments are shown. A critique of 
three empirical studies of unused resources 
shows the National Resources Committee’s 
Pattern of Resource Use, by Gardiner 
Means and associates, to be the least unsat- 
isfactory and the New York Housing Au- 
thority’s Report of the National Survey of 
Potential Product Capacity to be the most 
inadequate. The several volume studies of 
Brookings, which include America’s Capa- 
city to Produce, are regarded as seriously 
deficient in many respects. 

The definition and the meaning of waste 
has a central place in the essay and is best 
approached negatively by explaining what is 
not waste. Monetary and financial institu- 
tions, even though they contribute to credit 
instability which leads to unemployment, 
should not be called wasteful unless an al- 
ternative system can be demonstrated to be 
superior and unless the costs of changing 
are less than the benefits which would be 
derived. (p. 102) Monopolistic competition 
reduces output and prevents least cost oper- 
ation, but whether this is waste or not is 
in some doubt. Cartel organization limiting 
output is a “clear cut case of social waste,” 
but the percentage of “capacity” that is un- 
used does not represent waste either from 
the individual or the social viewpoint, since 
capacity as ordinarily used does not repre- 
sent either maximum or ideal output. 

This is a critical point, for if a bench- 
mark representing “possible” cannot be es- 
tablished as capacity, how can unused ca- 
pacity be measured? This problem must be 
solved if waste is to be measured, for waste 
is a comparison of the actual with the ideal 
or possible output including costs of shift- 
ing. While the search for a measure of “ex- 
cess capacity” in the empirical studies was 
marred by numerous errors, Rockefeller 
feels that the search was basically fruitless— 
that such a measure of waste is not “statis- 
tically determinant.” 

“Examination of empirical efforts in that 
direction serves only to strengthen our con- 
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tention that the “best” use of resources is 
not to be confused with ‘full’ use and that 
the ‘optimum’ output of a product is not 
necessarily the same as ‘maximum’ output.” 
(p. 200) 

In the preface the author explains that 
two considerations are of paramount im- 
portance: First, to discover why fixed re- 
sources are sometimes used in production 
and at other times left idle, and second, to 
understand the meaning and cause of eco- 
nomic waste. These considerations are con- 
venient to use in appraising the degree of 
success achieved. In the first, he is very 
successful. The use of resources is detailed 
in an able fashion that reflects both good 
theory and sound judgment. In the second, 
success is not so unqualified; this is in part 
inevitable, for the measurement of waste is 
deemed insoluble. In seeing the limitations 
of the “capacity” concept and the difficul- 
ties in measuring the unused portion, the 
author corrects many errors in popular 
thinking, and the catalogue of mistakes is a 
welcome contribution. This reviewer feels 
that he was a little overawed by difficulties 
of measuring waste; similar difficulties oc- 
cur in attempts to measure unemployment, 
yet figures on it are not meaningless, even 
though inaccurate. 

This well-written book is a significant 
contribution to an important field in which 
semi-technical books have had a wide and 
sometimes misleading influence. 


L. Jay ATKINSON 


Bureau of Agricultural Economics, 
U.S. Department of Agriculture 
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British Finance, 1930-1940. By Walter A. 
Morton. Madison: University of Wis- 
consin Press, 1943. pp. xii, 356. $4.00. 


Great Britain’s economic development 
during the inter-war period is one of the 
most fascinating chapters of modern eco- 
nomic history. At no time during this whole 
period could one describe British conditions 
as having achieved a condition of “long- 
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term equilibrium.” During most of that time 
Britain suffered from a moderate stagnation 
and fairly acute depression or lived through 
a period of uncertain recovery. Dr. Morton 
has chosen the second inter-war decade as 
the topic for his study. In order to explain 
the ‘break-down of the gold standard in 
1931, he had to go back to the stabilization 
of 1935 and its aftermath. (He considers, 
incidentally, that the “over-valuation” of the 
pound was not among the important causes 
of the crisis in 1931.) Even though limited, 
his study covers a great many interesting 
and important events and problems. 

Dr. Morton divides his book into three 
parts, the first of which is devoted to the 
financial crisis of 1931, its antecedents, and 
its aftermath; the second, to international 
finance; the third, to domestic financial is- 
sues and developments of Great Britain. 
The second part is divided into five chap- 
ters, of which three deal with the world 
scene and two with various items of the 
British balance of payments. The transition 
from the first group of chapters to the sec- 
ond is not clear. Neither is the connection 
between the second and third part of the 
book made sufficiently clear. 

While Dr. Morton’s book would gain 
considerably in clarity and forcefulness if 
the materials in it were better organized, in 
its present form it is nevertheless intensely 
interesting. Dr. Morton is essentially in- 
ternationally-minded. He blames monetary 
nationalism and the failure to coordinate the 
economic policies of the major economic 
powers for much of the trouble in the second 
post-war decade. Specifically, he blames on 
monetary nationalism the break-down of the 
London Economic Conference in 1933. He 
does not explain where the roots of mon- 
etary nationalism are to be found. If he 
attempted to do so he probably would find 
them in the failure of the major economic 
powers to build an integrated world econ- 
omy and world society after 1919; at the 
same time he would find the basic cause of 
the economic, financial and monetary crises 
of 1929 and the following years. 

The recovery of Britain after 1931 is at- 
tributed neither to the tariff nor to the de- 
preciation of the pound, nor yet to the 
“cheap-money policy,” but rather to struc- 
tural changes in the British industry and to 
the stimulating effects of the housing pro- 
gram. 
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The descriptive parts of the book are, on 
the whole, better than the analytical ones, 
The scope of this review doesn’t allow it, 
however, to go into the details of Dr. Mor- 
ton’s arguments. His book is extremely in- 
teresting, even though it doesn’t offer as 
much challenge as it would were its con- 
clusions more definite. It is not a definitive 
treatment of that exciting period of Britain’s 
economic life but it can be considered a very 
workmanlike “Interim Report.” 


MicHaet A. HEILPERIN 


Hamilton College, Clinton, New York 
and The National Bureau 
of Economic Research. 
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Agricultural Production in Continental Eur- 
ope during the 1914-18 War and the Re- 
construction Period. Economic, Financial 
and Transit Department, League of Na- 
tions. New York: Columbia University 
Press International Documents Service, 
1943. pp. 122. $1.75. 


This brief report should prove useful to 
all who are interested in the question of 
post-war agricultural recovery in Europe. 
In Part One, a statistical picture of agricul- 
tural production in Europe from 1913 to 
1938 shows that output declined sharply in 
the war years and, in general, did not regain 
its pre-war level until 1925. In the second 
part, there are short analyses of the various 
factors which affected the decline and re- 
covery: land area and yields, labor, live- 
stock, equipment, fertilizer, transportation, 
land reforms, and farming profits. 

Over half of the space in the report is 
devoted to the appendices and the bulk of 
these comprise an excellent series of maps 
showing changes in agricultural production 
in continental Europe by districts. 

While the study is by no means exhaust- 
ive, it represents a considerable. achieve- 
ment in constructing indexes from difficult 
source materials. The resulting information 
should find many uses because it is timely. 


LEoNARD A. SALTER Jr. 


University of Wisconsin 
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This Fascinating Lumber Business. By 
Stanley F. Horn. New York: Bobbs- 


Merrill, 1943. pp. 328. $3.75. 


Forest land and the industries it supports 
make up an elephant whose anatomy has 
been described in bits and parts by many 
observers. No one, in the reviewer's judg- 
ment, has given us a well-rounded picture 
of the whole. This work, by the editor of 
the Southern Lumberman, also gives only 
a part of the picture and that is blurred in 
spots. 

Jacket blurbs indicate this to be a com- 
panion to other Bobbs-Merrill books on the 
“fascinating” railroad and oil industries. 
Apparent purpose is to build good will for 
the lumber industry, to assure us that forest 
resources are in competent hands with no 
cause for public concern except that the 
government should be more generous in 
providing money for control of forest fires, 
insects, and tree diseases. 

Dedicated to the United States lumber- 
man “whose great service to the country has 
never been properly recognized or appreci- 
ated,” a large part of the book is devoted to 
the history of lumbering and to descriptions 
of its technology. 

The historical material relates that the 
industry started and grew thus and so, and 
discusses its dominant personalities. How 
the land was acquired, how legislatures were 
manipulated, the stormy history of labor re- 
lations—the more fascinating parts of the 
story—are left out. The descriptions of 
technology, on the other hand, are more ex- 
citing, especially the factual descriptions of 
recent advances in timber engineering, ply- 
wood, wood preservation, seasoning, and 
wood chemistry. 


In a chapter on “Lumber in Warfare” 
Mr. Horn says, “So far the industry has 
been able to hold its record of meeting all 
demands.” No account is taken of the gov- 
ernment restrictions placed on lumber use 
beginning in 1942, such as the prohibitions 
on use of lumber in housing (even tempo- 
rary war housing), and requiring the use of 
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masonry instead. These restrictions came 
precisely because of inability to meet the 
demand. This chapter is already out-dated. 
Evidently written at the time when wood 
was being substituted for “scarce” materi- 
als, the book reaches the public after forest 
products have become the number one criti- 
cal raw material with substitution moving in 
the other direction. 

A chapter on the “Economics of the 
Lumber Industry” deals briefly with trans- 
portation, labor, taxation and trade promo- 
tion, and more extensively with exports and 
imports, and lumber grading and inspection. 
Both local and federal taxes are treated as 
major deterrants to the practice of forestry. 
A decline in per capita lumber consumption 
since 1904 is attributed to the inroads of 
substitutes. No consideration is given to 
other, perhaps more significant factors, such 
as the mounting prices of high-quality 
lumber ; the inferior quality of lumber pro- 
duced by premature harvest of second- 
growth timber; and the lag in construction 
which prevailed in rural areas through most 
of the twenties and thirties, and in urban 
areas during the thirties. 

An optimistic picture of timber supply is 
achieved by relating the volumes of standing 
timber and of forest growth to the rate of 
forest drain which existed in the thirties, a 
period when lumber consumption lagged. 
Even these comparisons are made in a man- 
ner which leads to much more optimistic in- 
ferences than those of the U.S. Forest Serv- 
ice reports for the same period, which show 
a marked deficiency of saw timber replace- 
ment. 

While the book is strong on the technolo- 
gy of lumber manufacture, it is weak in 
treating the technology of the forest itself, 
i.e., silviculture and forest management. The 
latter are treated optimistically, with the in- 
dustry learning to practice selective logging 
because it has found that “below a certain 
diameter limit the small tree does not pay 
its way through the sawmill” (p. 265). If 
the whole forest industries picture were 
viewed, rather than lumber alone, the error 
of the author’s big-tree, small-tree selective 
logging concept would be apparent immedi- 
ately. While small trees may be unprofitable 
for lumber, they are a major source of raw 
material for pulpwood, railway ties, mine 
timbers, charcoal, poles, posts and fuel 
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wood. This fact is ignored. Yet, all these 
uses are making uncoordinated raids on the 
forest—with fuel alone taking a greater 
wood volume than lumber. This reviewer, 
therefore, must insist that sound forest 
management is not achieved merely by tak- 
ing the big trees for saw logs and leaving 
the small ones. Rather, selective logging 
must consist of taking the mature, over- 
crowded and defective trees and leaving the 
vigorous trees to grow. This means that 
overcrowded and defective small trees 
should be harvested for the uses to which 
they are suited while many larger trees 
which are still growing at a good rate should 
be left to grow. By dealing with lumber 
alone, Mr. Horn grossly over-simplifies the 
problem of forest management. 

The uninformed will be misled, the in- 
formed will be amused, by statements such 
as, “The modern logging camp usually 
[italics added] consists of individual bunk 
houses with only two beds in each house 
... But for... calk marks on the wooden 
floors, you might think you were in a room 
in a college dormitory” (p. 74). Having 
come only very recently from visiting log- 
ging camps in the Northwest, your reviewer 
must testify that such idyllic arrangements 
are distinctly the exception, not the “usual.” 
Nor, of course, does Mr. Horn relate the 
long struggle of the woods workers to trans- 
form the logging camp slums into decent 
living quarters for a working man. 

To one familiar with the advances made 
in labor relations and in labor-management 
cooperation in most of our major industries, 
the absence of references to such progress 
in the lumber industry is puzzling. The 
story of Willie the crapshooter, whose de- 
ferment was sought because of his services 
in keeping sawmill workers broke, speaks 
for itself on the status of personnel rela- 
tions in lumber (p. 237). 

An appendix includes a brief write-up on 
each of 18 lumber trade associations and 
the Forest Conservation Policy of the Na- 
tional Lumber Manufacture’s Association. 

Even as goodwill publicity for the lumber 
industry, the book would be more effective 
if it were more objective and more com- 
plete. The optimism about forest growth 
versus drain and the glorification of the in- 
dustry are laid on too thickly to be believed 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


by many who may read the book. And the 
significant omissions are too apparent to be 
overlooked by the intelligent reader. 


ELLery Foster 
Washington, D.C. 
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Roots in the Earth. By P. Alston Waring 
and Walter Magnes Teller. New York: 
Harper & Brothers, 1943. pp. 198. $2.50. 


The authors of the book, two farmers 
from southeastern Pennsylvania, set out to 
discuss “why the family-size farm should 
survive and the way by which it can be 
accomplished.” The family-size farm is 
broadly defined as a commercial unit de- 
pending largely on family labor for its op- 
eration. In American tradition and agricul- 
tural thinking this type of farming, based on 
operational ownership, has always been rec- 
ognized as the most desirable and funda- 
mental for our social system and democratic 
institutions. Those in disagreement with 
this point of view have placed the efficiency 
of large-scale farming as the main factor in 
argument. The authors of the book defend 
the family-size farm not only from the 
standpoint of social desirability but also on 
the basis of efficiency which now can be 
achieved if certain procedures are followed. 
In the first place, most modern machinery 
is well adapted to a small farm and should 
be used to the same extent as in large-scale 
farming. Full advantage should be taken 
also of all the modern improvements in live- 
stock breeding and land cultivation, and of 
the most efficient methods in the production 
and marketing of agricultural products. All 
these things can be made accessible to small 
farmers on favorable terms by means of co- 
operative action which should be organized 
and supported by the farmers on the most 
democratic basis. 

The owner-operated family-size farm is 
viewed as not only providing employment 
and a desirable way of life for a large sec- 
tion of our population but also as the best 
means of achieving the permanent or con- 
servation agriculture. However, this and 
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other objectives in small-scale farming can 
be achieved only—and this is the funda- 
mental thought of the authors—through the 
active intervention and assistance of the gov- 
ernment. They contend that a small farm- 
er, “if he clings to his rugged individualism 
and rugged isolation cannot survive.” To 
begin with, it is difficult now for the average 
individual to attain ownership of an ade- 
quate farm unit and therefore the govern- 
ment should breach this first handicap by 
supplying cheap and liberal credit, some- 
thing along the lines provided by the Farm 
Security Administration under the tenant- 
purchase program. Furthermore, the US 
DA through its constituted agencies, espe- 
cially SCS, AAA, and FSA, should use its 
facilities to the fullest extent to aid the small 
farmer. With these extensive activities of 
governmental agencies it is important, how- 
ever, that the process of decentralization 
should be broadened and that the farmers 
should participate in matters affecting agri- 
culture, especially through local land use 
planning committees, soil conservation dis- 
tricts and AAA committees. 


The main reason for more active govern- 
mental participation in the field of agricul- 
ture is based on the authors’ contention that 
“today in America there is a gigantic strug- 
gle between two opposing forces in agricul- 
ture, between the large farmers and the 
small farmers, and the latter are badly pre- 
pared and poorly organized to defend them- 
selves.” 

This fundamental idea of antagonism ex- 
isting between large and small farmers is 
constantly emphasized by the writers. Out- 
side of a few special areas and types of 
farming, it is rather difficult to accept this 
assertion in such unqualified terms as char- 
acteristic of American agriculture. Another 
question might be raised in regard to the 
unlimited faith in what government assist- 
ance and intervention can do for the small 
farmer. It is very doubtful whether every 
individual engaged in farming, even with 
the benefit of government assistance and an 
improved system of rural education, could 
measure up to all the business and social 
responsibilities which the authors set up as 
necessary qualifications for the survival of 
small-farm ownership and operation. Great- 
er recognition should be given to the im- 
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proved tenancy system, both as a means of 
providing a stepping stone to full owner- 


-ship and for the accommodation of those 


large groups among small operators who, 
temperamentally and intellectually are not 
adjusted for assuming the responsibilities of 
owner operation. 

The book itself presents very stimulating 
and interesting reading. It touches on many 
social problems related to our rural life and 
develops a philosophy of social responsibility 
for men working on the land and for all 
those who are concerned with the preserva- 
tion of our human and natural resources. 


Davip RozMAN 


Research Professor of Economics, 
Massachusetts State College 
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The American Land: Its History and Its 

. Uses. By William R. Van Dersal. New 
York: Oxford University Press, 1943. 
pp. xvi, 215. $3.75. 


The title of this attractive and interesting 
book must be read with the understanding 
that the author is a botanist-biologist, not a 
land economist. The economist reader may 
for a moment be disappointed that here is 
not another Van Hise or Hibbard; but he 
will soon be fascinated by the fresh view he 
will gain by looking at land use through 
Mr. Van Dersal’s biologist’s glasses. 

The book is a layman’s book, “a simple 
story about American land and how it is 
used,” distilling and vivifying much techni- 
cal material. “The Land in the Beginning” 
is first sketched to show the original cover 
of the land and the life it supported. There 
follows a series of chapters, the bulk of the 
book, each devoted to one kind of product 
of the land—grain, corn, cotton, sugar, to- 
bacco—not overlooking “Berry Patch and 
Vineyard” and “Vegetable Gardens on a 
Grand Scale.” In each of these chapters the 
author blends biology, ecology, economics, 
and history. The story of “The Origin of 
Indian Corn” is no doubt fully elaborated in 
the Texas Agricultural Experiment Station 





180 


bulletin to which Van Dersal refers: the de- 
liberate breeding back to a protocorn and 
the search for its natural counterpart in the 
upper Amazon is as fascinating as a detec- 
tive story in Van Dersal’s succinct telling. 
He has succeeded in communicating well his 
own passion for everything that grows, its 
why and where. 

Rounding out his picture of land use, Van 
Dersal has brief, vivid chapters on grazing, 
forestry, wild life and recreation, erosion, 
and “The New Land Pattern” of contour 
plowing, strip cropping, terracing that is 
truly changing the face of the land. The 
volume is copiously illustrated with dra- 
matic pictures; the text is. pithy and color- 
ful. It is a refreshing book. 


CuHarRLEs S. ASCHER 


New York City 
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Montana—High, Wide and Handsome. By 
Joseph Kinsey Howard. New Haven: 
Yale University Press, 1944, pp. 347. 
$3.00. 


This story is much more than a well-told 
account of the dramatic events of the Great 
Plains country—it is a series of carefully 
chosen economic and social landmarks 
which illustrate the manner in which each 
rapidly passing era was ushered in and 
pushed out. It is difficult to sift events of 
the past and to pick those which were im- 
portant, but to catch the significant elements 
in the great melee of contemporary events 
is true genius; and that is what the author 
has done. 

The whole book deals with happenings at 
the grass-roots, but the last chapters are 
those which show the full effectiveness of 
action at those same grass-roots by men and 
women who were able to read the signs of 
events and to visualize an economy which 
fits itself to natural surroundings. 

Historically, it points out that the stakes 
are always great and that the chances of 
winning or losing are always paramount in 
the actions of people. It shows the winning 
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of fortunes to be predicated first on a good 
guess as to the value of the resource, and 
then upon the weather. Bad weather ended 
the great cattle boom with the winter of 
1886. Good weather brought on the great 
homestead era and again put the final touch 
to an economic cycle which ended with the 
drought of the 1930's. 

The author also makes it clear that in an 
area where nature and fortune roll fast 
there develops a crucible for the testing of 
social adjustments. It was Montana that 
gave the clue in the early twenties as to 
what was to follow in the next twenty years. 
Garet Garrett said that the economic dis- 
tress might spread to the whole nation. So 
it is that grass-roots planning in Teton 
County, the organization of a grazing dis- 
trict on Pumpkin Creek, and the Malta plan 
of settlement may presage the future. 

The history of Butte—although being 
somewhat beside the general theme—empha- 
sizes the recklessness which goes with the 
exploiting of rich resources. This reckless- 
ness was duplicated in the free grass and in 
the cattle baron, and again in the free land 
and the homesteader. The former was a 
gamble on the part of a few men with great 
financial backing; the latter was a much 
greater gamble with the lives and fortunes 
of tens of thousands of families. 

Great conflicts in point of view are illu- 
strated in the contrast between Major Pow- 
ell in his report in 1878 and Jim Hill in his 
speech at Havre in 1912. These contrasts 
can be duplicated a thousand times on a 
smaller scale throughout Great Plains his- 
tory. Climate sometimes plays on the side of 
one; sometimes on the side of the other. 

All of the exciting history has its culmi- 
nation in references to the inventive genius 
of men like Clarkson, Hall, Wilson and 
Lantz—a genius which needs just as force- 
ful portrayal as does the cunning and dash 
of Butte’s copper kings. Some groups of 
people in recent years have acted just as 
boldly and courageously as the Vigilantes 
or the Rangers. Their resourcefulness has 


been pitted against the forces of nature, and 


they are undertaking to construct a defense 
of depth against these forces. 

The meeting of the local ranchers at 
Beebe—an inland town with not even a wa- 
ter tank, but where the first grazing associ- 
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ation was developed—is just as important 
as was the meeting of the early legislators 
at Virginia City; the reconstruction of the 
agricultural resources at Malta is as impor- 
tant as is the building of a railway; and 
opinions expressed by participants in a Te- 
ton meeting are as important as the speech 
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of a national figure. The author does well 
to catch these extremely significant events so 
soon. 
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